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GRAPHIC OUTLINE OF THE IAS COURSE 


To prepare each student for his specific vocational objective, LAS offers an 
elective program covering a wide range of accounting and allied subjects. 

















A thorough foundation in Accounting Elements and General Accounting is acquired 
through completion of the first 40 assignments. The student then selects from the elec- 
tives* shown on the chart those leading to his immediate job-objective. | 
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*An elective consists of 10, 20, or 30 comprehensive study assignments, as indicated by the length of the bar on the chart. 


Thus the IAS elective program enables the student to progress directly to his specific goal. 
Then, through the Life Scholarship Privilege eatned by each Diploma Course (90 assign- 
ments) Graduate, the IAS student can broaden his knowledge of accounting and manage- 
ment through study of any, or all, of the other electives, at no additional cost. 


The school’s 24-page catalogue is available free upon request. Address 
your card or letter to the Secretary, LAS, at the address below. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD + CHICAGO 6, ILLINOIS 
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a year...return 74% annually on our investment!” 


~JACOBSEN MANUFACTURING CO., Racine, Wisconsin 


“National Accounting Machines save us $32,290 a year— 
repaying 74% annually on our investment. 

“Our business is seasonal and highly competitive—a com- 
bination requiring the most versatile accounting equipment 
available. Our flexible and efficient Nationals have met this 
demand. They enable our operators to keep ahead of schedule 
Peak work periods are eliminated. Current accounting details 
are always available. 

“Our use of Nationals 
has contributed much to oO ZY) 
the success of our complex eee; 
accounting operations.” 





President. 


THE NATIONAL CASH REGISTER COMPANY, parton 9, ono 


989 OFFICES IN 94 COUNTRIES 





In your business, too, National 
machines will pay for themselves 
with the money they save, then 
continue savings as annual profit. 
Your nearby National man will 
gladly show you how. Or write to 
us at Dayton 9, Obio. 
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THE MODERN APPROACH 
TO INTERNAL AUDITING 


A Publication by 
The Technical Research Committee of 
The Association of Certified and Corporate Accountants 


This study has been prepared in order to direct the attention of the 
accounting profession and of executives in commerce and industry to a 
wider concept of the function of the internal auditor than has so far been 
presented in current British literature. 

Although the subject is explored in general terms, the study seeks to 
illustrate the great potential value of development in this field of account- 
ing and the contribution it can make to the needs of business for a rational 
and fully effective means of control. 


Price 35 Cents 
Post Free 
COPIES MAY BE OBTAINED FROM THE ASSOCIATION AT 
22 BEDFORD SQUARE, LONDON, WCl 




















| TWO NEW ADDITIONS 
to the Institute publications are now available 
at the office, 120 Wall Street, New York 5, N. Y. 


INTERNAL AUDITING AND ELECTRONIC DATA-PROCESSING 
MACHINES 50c 
The purpose of this preliminary report is to help in understanding 


how to approach the problems of internal auditing with electronic data- 
processing equipment. 





BIBLIOGRAPHY OF INTERNAL AUDITING $2.00 


The material listed in this bibliography includes all textbooks, and 
articles in periodicals and in other technical publications which deal with 
the subject of internal auditing. This includes books and articles, what- 
ever the source; and covers completely the literature which has been pub- 
lished by the Institute to December 31, 1955. 
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THE PRESIDENT’S PAGE 


URING the past month I have found that there are many duties 

connected with being your President. One of these pleasant duties 
allows me the opportunity of sending greetings to all of our members through 
this column. 


The sincere thanks of all of us, along with a hearty “well done” goes to 
the Chicago Chapter for one of our best conferences yet. Conferences are 
one of the best ways of broadening our techniques and knowledge, as well 
as being a source of new ideas. If for some reason you were unable to 
attend this one, start planning now to come to Los Angeles next year. 
I’m sure you will find it well worth while. 


Now that we have completed fifteen years of progress in THe INSTITUTE, 
it seems an appropriate time to reflect on why this organization has grown 
from an obscure one-chapter beginning to an internationally known and 
respected society with more than 3,300 members in the United States, 
Canada, and many other countries. 


If there has been any single factor that has towered above all others 
during this period, it has been the ability of the members—ability in the 
technical sense, ability to do creative thinking, ability to look ahead. This 
same ability will continue to shape the progress of THe INSTITUTE in the 
years that lie ahead. But much more important, it is ability that will shape 
the progress of the individual members in their own companies. 


During the next fifteen years there will be many challenges to be met 
by the internal auditor. They will be vigorous and prosperous years, bring- 
ing with them the problems of an era of automation and changes. The 
internal auditor must be ready to meet these new conditions with new 
techniques, and progressive programs. 
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As an organization, we are preparing for the future through a vigorous 
research and educational program. We are bringing up to date our State- 
ment of Responsibilities to bring into focus the broadening scope of recog- 
nized activities. We have, for the past year, been reviewing our entire 
organizational setup to be sure we are as effective as possible in our various 
related activities. 


Everything that is done on a national or a local level has only one 
ultimate purpose and that is to help each individual member do his own 
job better. What we are as an organization fifteen years from now will 
reflect just how successful we have been as individuals. 

In the immediate year ahead, the theme of THe INSTITUTE was selected 
to emphasize progress on an individual basis. If we are progressive as in- 
dividuals, we will prosper collectively. 

Cordially yours, 


E. F. Ratwirr. 
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ON PUNCHED CARD 
ACCOUNTING" 


By W. P. LIVINGSTON 


Assistant Vice-President, Bankers Trust Company, New York, N. Y. 


notable advances in electronics and automation. Their impact on office 
procedures has been particularly striking. Many businesses are now asking 
the question: Should we install electronic devices in our operations? And, 
when they ask that, the auditor should be among those prepared to express 
an informed answer. The author of this article speaks with authority and 
experience on this question, points out some of the pitfalls, and many perti- 
nent questions that should be considered before embarking on a program of 
office automation. 


S' JME time ago, we had a discussion on automatic accounting machines 
and the need for comprehending new words that were creeping into 
office use, the significance of standardization, the possibility of doing some- 
thing today to prepare for tomorrow, and lastly, what machines were cur- 
rently available that could help us. 


Today, two years later, we find that the subject has grown older and 
wears a beard of sophistication, if not of staid respectability. With its age 
it has also changed its personality. We find it sprawled under the name 
of office automation over the bed of our clerical systems, stretching in all 
directions until it resembles a giant octopus with scores of tentacles probing 
the furthermost concepts of paper reporting. How are we to evaluate it? 
Certainly in a few moments of talk we cannot attempt to explore each tentacle 
of the new giant. We will have to be content to discuss the characteristics 
of its movement; take a square look at its beady eyes and try to figure out 
whether its intentions are honorable or dishonorable. 


With such a creature, and let us hope he will be friendly, what can we 
believe in this day and age! 


We have no choice except to find beliefs which will hold up and not let 
us down. To add a little more pressure to the search, managers are finding 
more and more that to develop and install new procedures involves a di- 


*Delivered at the Northeastern Regional Conference of Tue INstTITUTE or INTERNAI 
Aupitors in Buffalo, N. Y. 
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lemma with sharper horns than ever before. On one horn of the dilemma, 
they meet top echelon with up-to-date knowledge of the fabulous results 
claimed by proponents of advanced automation: There is a smacking of lips 
at the promise of great savings, and questions are asked—How long has 
this been going on?—Where have we been that we are so far behind? On 
the other horn of the dilemma appears the skeptical office manager respon- 
sible for day by day production of records and reports. Such a manager is 
from Missouri: He wants to be shown. He raises fierce eyebrows at such 
concepts as invisible records or daily procedures bottle-necked in a central 
electronic brain. 


Managers become appalled at the risks of strange mysterious adven- 
tures, at the terrific financial outlay just to buy a fishing license for the 
big electronic octopus. On the other hand, we are held back not only by 
the familiar mental resistance to change but also by praiseworthy caution 
born of experience. 


During the last two years, many articles have been written about office 
automation. One compilation that I saw totaled 225 articles appearing in 
86 magazines. Most of these articles are authoritative and tremendously 
interesting to all of us. 


There is a thread of thought running through these articles which will 
catch your attention. It is this: When you and I join with our systems 
engineers and supervisors in a methods discussion today there is a new 
face at the round table; it is the face of the mathematician. From his lips 
comes a new language. Listen to it as expressed by Dr. A. S. Householder, 
President of the Association of Computing Machinery: 


“The machine, in effect, thinks that all numbers lie between 1 and —1. 
Suppose the number % is in cell number 10, and 34 is in cell number 11. 
Suppose you ask the machine to add the numbers in these cells 10 and 11 
and then to put the result in cell number 12. There is no machine word 
for 114, which is the true sum, and cell number 12 will receive instead the 
word for —34. And if you ask the machine to divide the number in cell 


W. P. LIVINGSTON was born in Fryeburg, Me., and graduated from Williams 
College in 1926. He was hired by the Bankers Trust Company in 1930 and has 
progressed to Assistant Vice-President and Head of the Methods Research Division 


, 


of that institution. 


He is a member of the Conference Committee for the Northeastern Division of 
the National Machine Accountants Association. Is the author of many articles on 
punched card systems and automatic accounting machines. Has given papers before 
many groups among which are “The National Association of Bank Auditors and 
Comptrollers,” “Tur Institute or INTERNAL Avupitors,” and “The National Machine 
Accountants Association.” 
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number 10 into the number in cell number 11, and to put the result in cell 
number 13, the machine will go through certain operations and put a num- 
ber into cell number 13, but it will not be the true quotient 144. When you 
are planning a computation, therefore, you must take care that everything 
is properly scaled and that all results will lie on the proper range. With 
this understanding, we can get on with the problem.” 


These words make you realize that the days of running an office “by 
gosh and begorra” are gone forever. There is no other path but the one 
ahead. 


To clarify our thinking, an historical picture may give us a helpful per- 
spective. As a nation we have been focusing for quite a few years on the 
importance of reporting tools. This has been spurred by the world-wide 
struggle against you-know-whom to be the first with more knowledge and 
more production. In this we have no choice but to succeed if we are to safe- 
guard our democratic ideals. Consequently, in this struggle, our manpower 
is brought to bear on the most important phases of our economic life. 


It is more and more difficult to find people who will perform tiresome 
clerical chores on a full time basis and accordingly there is a new significance 
to electronic devices which can perform humdrum work accurately. Enthu- 
siasm for their possibilities in the office is boundless. If my memory serves 
me well this enthusiasm is much greater today than was expressed twenty- 
two years ago when another machine came off the assembly line. 


The year was 1933. The event was printing of the alphabet by an elec- 
tric accounting machine. In retrospect, the importance of this was enormous : 
It was the beginning of the office evolution, for tabulating equipment was 
now ready to assume the functions of accounting and reporting on an auto- 
matic basis. And this, over twenty years ago. 


At that time, however, business did not go into a tailspin of excitement 
at the prospect of improved methods, and there were good reasons why: 
We were in a depressed economy; we had more workers than we could 
use ; we were not in the mood to foster a new concept of office efficiency. 


With World War II, this attitude changed rapidly but another problem 
came into the picture, the machine shortage on top of the manpower short- 
age. Consequently, it was impossible for the office evolution to gather mo- 
mentum. 


Today and for the last ten years, research engineers and office equipment 
manufacturers have been exploring the possibilities of electronic develop- 
ments and evaluating them in the light of office requirements. What they 
have discovered marks not the beginning but a-second phase of the office 
evolution. 
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How, when, where, by whom will this new knowledge be used? The 
question recalls Benjamin Franklin’s answer to the skeptic who asked, 
“What is the use of your new invention?” Replied Franklin, “What is the 
use of a newborn child?” 


CHARACTERISTICS OF OFFICE AUTOMATION 

What are the characteristics of this second phase of the office evolution ? 
There are three in general. The first is the most familiar: It is speed of 
calculation. This has received most of the publicity. We are, for instance, 
continually reading about computations done in seconds versus many 
manual man hours. There is no question of the importance of speed: Engi- 
neering computations of astronomical proportions from vast sources of data 
change the impossible to the possible: In the office immediate reporting of 
inventory position, production costs, and optimum employment of man- 
power and materials can mean the difference between success or failure of 
a business. 


Another characteristic of this evolution is high cost of equipment which 
is familiar to everybody. It necessitates a careful survey before we start our 
dive into the deep black waters. 


The third characteristic is the least discussed of all, but I think, the 
most important. It is ability to organize work. 


For example we can consider something as commonplace as a dishwash- 
ing machine. One was placed in my home a number of years ago, figuratively 
over my wife’s dead body. She had said, “There are only three of us and 
we have very few dishes. It will be more bother to operate the machine than 
to wash and wipe manually.” 


After the machine had been installed she changed her mind. The dish- 
washer runs once a day. Its program of spraying, washing, rinsing and dry- 
ing operates without benefit of human hands in water temperature hotter 
than human hands could endure. The complete cycle takes 40 minutes 
which is longer than it takes to wash dishes by hand so that we have no 
benefit of speed. But during this 40 minutes we are in the living room doing 
other more interesting things, knowing that the dishwashing is being done 
better than we could do it manually. In this example, speed has no particu- 
lar significance. As for cost, the machine so far has run six years with a 
service charge of seven dollars. This means that the write-off of cost and 
repair is now about fifteen cents daily and getting cheaper every year. What 
is important about our dishwasher lies in the benefits obtained from auto- 
matic organization of work. 


These benefits are available in the office to a great extent in punched 
card installations but operators are still required to move cards from one 
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machine to another, to set up machines and insert proper panel boards. 
Operators are still required to follow procedures and to make sure each 
step is done correctly before proceeding with the next. 


With the new data-processing machines of the electronic groups, opera- 
tors moving from machine to machine are practically eliminated: Many 
steps are performed automatically without benefit of human intervention 
and accordingly without risk of human errors as we customarily understand 
them. There are, however, other greater risks involved. We must remember 
that, although machines can handie routine work far better than human 
beings, as we mechanize and use fewer people, our human decisions become 
more and more critical. It is unfortunate if a buck-private commits a grievous 
error. But let a general make a mistake in judgment and such a mistake 
may wipe out an army and possibly imperil a nation. 


A slip-up in processing work through high-speed data-processing equip- 
ment may cause a very serious loss of records. It might take hours of 
research to reconstruct a master record, so lost, at the very time when the 
hours and equipment to do it are not available for this purpose. This example 
is to stress the need for people trained at a high level as we move into newer 
worlds of mechanization. We learned this the hard way in the 1930s when 
punched card systems were still new and untried, when such ill-founded 
concepts were prevalent as running the office by moronic button-pushing ; 
as planning after the work commenced—not before; as assuming that ma- 
chine work came first and people last. Today, with the data processing 
machines, we should not have to repeat those experiences. 

We should be able to borrow from experiences of the 1930s and 40s 
and project our program with a minimum amount of risk and failure. We 
would do well to evaluate our punched card installations again and study 
them in their relationship to the new electronic office. 


What will we find if we do this? Let us look at an efficient punched 





card system and consider for a moment that a magic wand has been waved 
and this punched card installation has been transformed magically into a 
general data-processing unit. Here are some of the differences that would 
be obvious : 


1. Elimination of operators moving from machine to machine. 
2. Greater speed in processing information. 

3. Usage 24 hours a day with relatively few people involved. 
4. A larger dollar outlay for equipment. 

5. Fewer but higher level personnel with greater responsibility 
6. The risks of operation have become more critical. 


There are, however, some common denominators between the general 


data-processing unit and the punched card installation: 
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Significant among these are: 


1. Standardization of requirements and coding of data and procedures. 
2. Digestion of large quantities of details. : 
3. Organization of work. 

4. Ability to calculate. 

5. Ability to verify data. 


6. Ability to reproduce information over and over again without error. 


It is these common denominators which give the punched card textbook 
authority to help develop a machine philosophy to carry us into a program 
of advanced electronics that will keep us out of trouble and move us steadily 
into the brave new world. 


So, as you look over your punched card systems and consider sailing 
them into waters where the electronic octopus swims, cast a jaundiced eye 
at magnetic tape sorting, high speed listers, and blue sky claims. Then think 
of the total funds you have available for methods research, the number of 
gray hairs on your head, the years before your retirement; and remember 
your problem in the last analysis is going to be just about the same as it has 
always been : What kind of people are there around you? Have you a staff to 
evaluate with common sense and intelligence these great new tools? 


SOURCES OF INFORMATION 


It cannot be said that America has been silent about these electronic 
developments: conferences, seminars, books, articles, speeches, university 
courses, and now college degrees in electronic data-processing are available. 
If we are to deal with the second evolution of the office successfully we must 
realize these tools can give us something more than we have ever had; we 
can now have a weapon of effective control over production, costs, future 
demands; a weapon which, with prompt summarization, transforms un- 
wieldy masses of endless data into a language so articulate that management 
can make immediate decisions. 


How do we obtain wisdom to guide us in office electronics with the 
little we know now and how can we increase our knowledge of the future? 


We can draw from many sources. First, of course, are the professional 
management consultants; secondly, representatives of manufacturers ; and 
thirdly, members of our own staffs. Information from each source must be 
weighed in the light of its origin so that we do not develop either too 
pessimistic or too optimistic a point of view, influenced by what might prove 
to be vested interests on the part of our advisors. 


We might ask ourselves questions as we approach this problem with 
the hope that discussion may develop bench marks. Number one question 
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could be: What problem are we trying to solve? There are many books 
and brochures to read but, in the last analysis, we are the ones who know our 
own businesses and how we wish to run them. Are we looking for speed 
in reporting inventory ? Do we wish to enlarge the scope of our projections? 
Do we have a staff capable of understanding new machine concepts? Is the 
job now done manually or by punched cards? If it is manual, we might 
well consider a punched card installation but such an installation should 
be grooved to fit into a pattern of more advanced machines at a later date. 
If it is a job already done by punched cards, where is it presently deficient ? 
Are cards too slow to render reports so that information is not available 
quickly enough to allow effective management decisions? If so, before 
plunging into advanced electronics we should dust off our present punched 
card system. For punched cards do not represent a single way of doing 
work, they represent a manner of doing work and can be as inefficient from 
wrong application as they can be efficient by right application. 


Number two question could be: Will we solve our problem by using 
part of a general purpose data-processing machine or all of a special purpose 
machine? This is the 64 dollar question linked to centralization and can 
be answered only if we look at our complete program in perspective. A 
continual controversy goes on between proponents of the giant electronic 
processing centers and those who favor smaller data-processing machines 
or special purpose machines located adjacent to the operation. The argu- 
ment has its roots in the tremendous range of machine costs, in the difficult 
and new task of training personnel, and the fact that centralization is a 
relative term. 


From the installations which are operating with the UNIVAC and IBM’s 
No. 700 series machines, some of which are housed in separate buildings ; 
from experiments by direct mail companies, department stores, airlines, and 
others with special purpose machines, it would appear that eventually we 
would recognize that this new electronic world is so extensive there will 
be room for all types of devices. Sylvania’s new electronic data-processing 
center near Syracuse is conceived to provide top management with current 
up-to-date information through a company-wide program but, and note this, 
it is designed to permit their decentralized operating units to continue to 
exercise full executive responsibility at all levels of management. 


A child will grow up to read as well as write, to play as well as work, 
to see as well as hear, to feel as well as taste. Argument over centraliza 
tion will soon be as old-fashioned as a debate over good little men versus 
good big men. 


Number three question could be: What manufacturing companies should 
we deal with? In addition to hundreds of small electronic organizations 
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capable of building fine precision equipment there are at least ten large 
companies dominating the scene: IBM, Sperry-Rand, Burroughs, Data- 
matic, Electrodata, Marchant, Monroe, National Cash, RCA and Under- 
wood. 


With this imposing array of highly reputable manufacturers available 
for consultation, we are in a fortunate position, but it is helpful to know 
in advance what we want before we decide to go after it. 


WHAT IS BANKERS TRUST COMPANY DOING? 
At this point it is a fair question to ask, what is Bankers Trust Com- 
pany doing about office electronics? We are doing four things: 
1. Maintaining an open mind about all machines. 
2. Learning to understand what makes punched card systems work 
well. 
3. Expanding our punched card systems. 


4. Exploring the potentials of advanced mechanization. 


In maintaining an open mind about the advantages of all machines, we 
find ourselves often using machines of different manufacturers so that one 
of our systems may include manual, automatic, and punched card machines. 
(Believe it or not, we are also now and then doing some pen and ink 
posting.) A combination of such machines is used to issue dividend checks 
in large volume as an agent for our corporate customers. The checks are 
on punched cards and the first machine to handle them is the Addressograph 
9300. Automatic punched card equipment completes the check after which 
it is microfilmed on a Recordak and mailed by an inserting and mailing 
machine. There are six high speed steps and we are satisfied that, at the 
moment, it gives us the best way of doing the job. 


The second thing we are doing, learning to understand punched card 
systems, requires us to analyze accurately what makes punched card appli- 
cations function well and what makes them troublesome. As one of the 
first banks to make use of those machines over twenty years ago, we have, 
in this time, naturally accumulated experience in this work. We have tried 
to distill from these years of trial and error the pure essence of electric 


accounting machine philosophy. 


Naturally, we hope that this will guide us in developing a sound theory 
of data-processing techniques. 


The third thing we are doing, expanding our punched card systems, 
has been going on since World War II at an accelerated pace. At this time, 


for instance, in addition to purchasing over one-half a million dollars worth 
of mechanical office equipment in the last three years, we are leasing a 
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considerable amount of IBM punched card equipment set up in six separate 
installations. Why six separate installations? Many years ago we decided 
to increase the use of punched cards through decentralization. This has 
been done in an orderly manner by developing systems and training per- 
sonnel in our central or “mother” unit and transferring self-contained 
sections to their respective departments. This mother unit is part of our 
controller's department, and is also responsible for research studies, pilot 
operations of new projects, and for the handling of miscellaneous services. 


The rental which we are paying IBM today for punched card equip- 
ment, not counting machines on order, is about $265,000 a year. This is a 
lot of money and, since it sounds like the price of a general purpose data- 
processing center, it is interesting to take a quick look at the aggregate 
capabilities of these six units. Without taking into consideration all of the 
things which can be done, we have the following total capacities: we can 
calculate and punch cards for a total of about 500 per minute, list at 2,500 
per minute, reproduce cards at 1,500 per minute and sort cards at 9,700 
per minute. No matter how you look at it, this is a lot of production. It 
cannot be stopped by the failure of any one machine or any one installa- 
tion, for we are talking about 9 calculators, 18 tabulators, 15 reproducers 
and 15 sorters. 


In each of our six separate installations people continue to be trained 
and operations continue to expand. To visit them would disclose at once the 
impossibility of putting them back together in one place. They are like 
children who have grown up and married, have families of their own and 
can never go back to childhood days in the old family homestead. 


The fourth thing we are doing, exploring the potentials of advanced 
mechanization, is not only essential but represents a duty that a large bank 
must undertake if it is to accept responsibility for passing judgment on the 
trends of automation in discussions with customers. To keep up to date on 
advanced mechanization does not mean, however, that a large force need 
be expended on this study; a small qualified group will accomplish more. 
We do not need the crash approach. In an attack on research, sheer num- 
bers tend only to whip up a froth of confusion on the waters of decision 
instead of calming them with oil from the lamp of knowledge. 


Our research group watches development in the advanced electronic 
field. The men associated closest with wiring panel boards for punched 
card equipment, however, have no fear of the new machines. In reply to 
my question; What would he do when tapes replaced punched cards, one 
of our men replied, “I’m not worrying about the new machines. If I can't 
run ‘em, they can’t sell ’em.” 


Within a research group, experience in present operating procedures 
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is extremely valuable but not as necessary as common sense and creative 
imagination. Essential is the open mind and objective appraisal, for without 
them we become poisoned by a mental constipation, that delays.the diges- 
tion of ideas and evaluation of new concepts. 


It is fascinating to move from seminar to seminar and conference to con- 
ference learning about the tentacles of our electronic octopus, but unless 
we have a specific operation in mind, to which we can tie our new knowledge, 
we are not going to develop a practical approach. 


In the banking business our chief operating job today is clearing checks 
and maintaining checking accounts. The exact manner in which this will 
eventually be most efficiently done is of utmost concern to the banks. In 
my company we have proceeded along three paths. First, our own staff 
has made a projection of what can be done. Secondly, a leading manufacturer 
of office electronic equipment has made a study. Thirdly, a leading electronic 
consulting firm has made a survey. If there is anything more we can do 
than this, we will do it. The conclusions which we will reach when these 
three studies are drawn together for comparison should be extremely help- 
ful, both to ourselves and others. 


Looking ahead to the future, punched card techniques seem to be more 
important than ever before; they have justification in their own right. 
Punched cards are a great input device for advanced electronics. They are 
a springboard for whatever is ahead. They are the building blocks of auto- 
mation. With them, depending on your know-how, you can have a cathedral 
of efficiency or a cesspool of waste. 


A few years ago it was feasible to outline briefly what advanced equip- 
ment was available and how much it cost. Today the subject is too big to 
cover, except over a period of several days. There is, however, a significant 
tentacle of the electronic octopus which must be mentioned before we con- 
clude this discussion. It is the random access.memory chambers. With 
these we will soon have available tremendous storage capacities to hold our 
clerical files. These memories provide immediate input and output with 
costs much lower than heretofore. For office work this is more significant 
than the transition from tubes to transistors. When random access storage 
goes to work in our offices it will spark the third and possibly the most im- 
portant phase of our office evolution. 








INTERNAL AUDIT OF 
TRANSPORTATION PROCE- 
DURE AND EXPENDITURE’ 


By GEORGE A. JACOB 


Sales Manager, Eastern Traffic Bureau, Inc., New York, N. Y. 


Freight expense represents one of the largest items of outgo in many 
a business. However, there are relatively few effective audits made, as 
contrasted with the assiduous attention given to such items as payroll 
expense, rent, insurance, etc. As pointed out in this article this may be 
caused by the complexities and jargon of the traffic and transportation 
industry, or because management is not sufficiently freight-cost-conscious. 
The author offers a four point program, which should be of immense prac- 
tical value to the auditor in his approach to this problem. 





E in the traffic world are more than pleased and interested in every 

opportunity to discuss transportation cost control. It is a phase of 
industrial and commercial operation which has been neglected unlike any 
equivalent expenditure. When we can discuss this topic with men in the 
control function of industry, our interest is heightened in the knowledge 
that we have a receptive audience to whom we need not stress the impor- 
tance and value of detailed cost study and analysis. Unfortunately, among 
other members of the management team, we have not always had so recep- 
tive an audience, an experience which may be familiar to many of you. 


Review of established practice through audit and examination not merely 
assures that performance is in accordance with plan, but produces econo 
mies and efficiencies which contribute much to our progress. In the field 
of distribution, with particular emphasis on traffic and transportation, we 
have far to go before we achieve the standards of efficiency already estab- 
lished in other branches of industrial endeavor. We have, however, achieved 
certain minimum standards of sound performance, but all too few com- 
panies bother to reach even this minimum degree of proficiency. The 
indolence and ignorance and air of mystery which invariably surrounds 
the purchase of transportation services permits many opportunities to 


*Delivered at the Northeastern Regiona! Conference of Tue Institute or INTERNAL 
Avupitors in Buffalo, N. Y. 
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improve procedure, effect future savings and even recover dollars mis- 
spent in the past. Audit of the transportation expenditure should produce 
greater results than the examination of any equivalent expenditure in a well 
managed company. 


To soften the use of such harsh words as “indolence and ignorance” 
we must explain that there are circumstances which have done much to 
contribute to management’s lack of understanding and interest in the freight 
expenditure. The study of existing freight rate structures and carrier serv- 
ices is a highly technical and complex job, freely salted with technical terms 
and traffic “jargon.”f It is not a study which is readily understood by the 
layman. Certain gross misconceptions of traffic services and pricing, par- 
tially true fifty years ago, but totally untrue today, serve to lull manage- 
ment into a false sense of security. There are many otherwise alert executives 
who believe erroneously that “all carriers charge the same rate for the 
movement of a given commodity between the same two points” or “that the 
Interstate Commerce Commission establishes all freight rates.” These are 
but two examples of the many pieces of misinformation which distort man- 
agement’s understanding of traffic. If any of you have embraced such beliefs, 
banish them immediately and forever. There was a thirty-year period at 
the beginning of this century during which transportation services were 
limited and rates comparatively static. The management man who last ex- 
amined the freight expenditure during that period, or who was trained by 
men who had studied traffic during that period, continues to support many 
beliefs about the freight expenditure which are no longer true. Today, with 
many competitive modes of transportation and with a highly complex 
pricing system for such transportation, the limited services and static rate 
structure of even twenty years ago is long a thing of the past. 


In order to accomplish the audit of transportation expense you must 
first overcome this mental inertia which permits bitter complaint about the 
high cost of freight, but at the same time complacently says “there is little 
or nothing to be done.” In most cases you will find that the establishment 
of sound procedure will produce results which will not only prove gratify- 
ing, but will startle management into a better appreciation of today’s pur- 
chase of transportation. As an illustration of the degree of success with 
which you may meet, in our experience, there have been freight cost reduc- 
tions of twenty to twenty-five percent of an annual freight expenditure in 
excess of one hundred thousand dollars. 


Before discussing transportation cost control procedure, it is appropriate 
g PPro} 
to emphasize the relative importance of the two general causes of wasted 





+A glossary of some of this jargon is provided as Exhibit II, pages 27-29. 
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freight dollars. The most familiar cause for waste is the carrier overcharge. 
This is the result of either clerical error or some disparity between the 
carrier's tariff and freight charges rendered. Although correction of this 
type error can produce handsome returns, at its worst it usually accounts 
for only a small portion of the total waste of freight dollars. The second 
and by far the most important cause of misspent freight dollars is the 
transportation error. It is the result of purchase of a higher priced trans- 
portation service than was necessary to accomplish the desired movement. 
There are many ramifications of this type error, some of which we will 
touch upon at a later point in this discussion. Because of the complexity 
of solutions to this problem and the major savings which accompany the 
solution of this problem, we urge that the motto of the freight auditor be 
the question “Is there a better and cheaper way to get our product from 
our plant to our customer?” For each time you find an affirmative answer 
to this question freight expense dollars will become profit dollars. 


Preparation for the audit of the transportation expenditure begins with 
a knowledge and understanding of company products and policies. Know 
what your products are made of, what their end use is! Understand estab- 
lished production, inventory and sales policies of your company. Brief 
discussion will acquaint you with sales department problems of distribution, 
the scope of your market, the distributing practices of major competitors. 
Such preparation for audit will permit you to better evaluate established 
shipping practice and prevent future recommendation for change, which 
in the light of pure transportation practice may seem desirable, but when 
viewed against established policy of other divisions of the company would 
prove to be impractical. A solution of an existing distributing problem 
might well be your first opportunity to save freight dollars. 


The first step in the audit of the transportation expenditure is detailed 
examination of established procedure and comparison with that which we 
will describe as the optimum procedure. This suggested optimum procedure 
is the result of broad surveys of transportation practice and represents the 
consensus of the most efficient practice. It may be modified and adapted 
to your particular requirements and capabilities, but each of the four basic 
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procedural points should be incorporated in your transportation cost con- 
trol program. 


The first procedural check point lies at the billing clerk’s “desk. Ideal 
practice dictates that the invoice set include a bill of lading set, all of which 
are prepared in a single clerical operation. To accomplish complete prepara- 
tion of the bill of lading, the billing clerk must be equipped with a rate 
survey chart which provides information for the selection of the optimum 
carrier for each shipment. This procedure saves clerical time in the ship- 
ping room, minimizes bill of lading errors and removes the all-important 
selection of carriers from the sometimes whimsical control of the shipping 
clerk, placing it under the firm control of management. 


The bill of lading form should be fully preprinted and prepared in accord- 
ance with the short form bill of lading. The proper classification description 
for each commodity you ship should be printed in the body of this form. 
Bills of lading should be numbered in sequence when printed. The bill 
of lading form which meets these requirements will assure, within the limits 
of human fallibility, that the proper rate is assessed on the movement of 
your products. It will eliminate the shipping room effort of hand writing 
the descriptions of commodities for each shipment. The numbered bill of 
lading will greatly simplify collation of the bill of lading with other related 
papers and will mitigate against the unauthorized movement of material 
from your plant and warehouses. The bill of lading is so critically important 
an instrument to the control of freight cost that its review or preparation 
should only be undertaken by highly trained traffic specialists. 


The second procedural check point is the manner in which carriers are 
selected for each shipment. The ideal control of carrier selection. is ac- 
complished when complete and accurate up-to-date rate data is compiled 
for all commodities, in all quantities to all points of destination. This com- 
pilation of rate and route information is called a rate survey chart and is 
the buyer’s guide for transportation purchase.f If such data has been com- 
piled and is in use at the billing clerk’s desk or in the shipping room, insofar 
as procedure is concerned, you need only assure yourself that it is being 
put to proper use. Review of rate survey chart accuracy will be discussed 
later. 


The third procedural check point lies at the accounts payable desk, or 
the intermediate point at which freight bills are approved for payment. 
At this point the clerk should also be equipped with accurate rate data and 
the freight bill should be collated with its applicable bill of lading. So 
equipped, this clerk can identify carrier overcharges and assure the accu- 
racy of all data pertinent to the freight bill. A bill of lading attached to 


tA specimen rate survey chart is presented on page 26 as Exhibit I. 
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the freight bill prevents payment of duplicate or nonapplicable freight bills. 
When there is no bill of lading accompanying a freight bill, it should be 
further checked for its propriety prior to payment. The weight, descrip- 
tion and all data pertinent to the shipment, shown on the freight bill, should 
conform with the data on the bill of lading. The rate applied to the shipment 
will be compared with the appropriate rate in the rate survey chart. The 
mathematical accuracy of extension and addition of surcharges and taxes 
will be checked. If all is proper, the freight bill is passed for payment. If 
an error has occurred, it is corrected, a new net amount of the freight bill 
is computed and this new amount of the freight bill is paid. An explanatory 
note to the carrier on the reason for change will save possible future cor- 
respondence and discussion. 


The fourth procedural check point covers the manner in which the paid 
freight bill is filed. Freight bills should be filed in a separate “paid freight 
bill” file. The only other paper in this file should be a copy of the applicable 
bill of lading attached to each freight bill. They should be filed alphabetically 
by carriers and arranged chronologically in each file. The audit or re-audit 
of the paid freight bill file is usually profitable and constructive if accom- 
plished in the proper manner. Ready availability of these files can be most 
important. 


If, in your review of your established procedure, you find that all of the 
foregoing is currently in effect, you may have enlightened management. Do 
not let this finding discourage you. There are many opportunities for error 
yet to be examined. 


As the detailed examination of a freight expenditure can only be accom- 
plished by highly trained traffic men equipped with complete tariff libraries 
and related information, we suggest that the next step in your audit pro- 
gram be the detailed study of past freight expense by an outside agency. 
Such examination, if properly conducted, will recover all carrier overcharges 
during the past two years and will describe means by which future savings 
may be realized through correction of errors of the past. A word of caution in 
selecting such an outside agency. First select a well-established firm and 
understand the type of audit service offered. If the outside agency offers to 
audit the freight expenditure for a share or percentage of overcharge recov- 
eries, you will probably get little constructive criticism of past practice. Bear 
in mind that the recovery of overcharges usually provides only a small part 
of the answer to the question “How wisely do We buy transportation serv- 
ices?” Such a partial answer, if assumed to be the entire answer, can be 
dangerously misleading. A complete and thorough audit of past practice 
by an objective group of transportation specialists will not merely recover 
such overcharges as may exist, but will correct gross errors, repetitive errors 
and suggest improved procedure all of which can be translated into future 
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freight dollars saved. The audit report resulting from such an examination 
will provide a starting point for your transportation cost control program. 


As stated earlier, the major cause of wasted freight dollars is improper 
carrier selection, a phrase used in the broadest sense. In view of this, the 
rate survey chart is the most important device in the transportation audit 
and control program. The rate survey chart should include all rate data, 
carriers, minimum charges and all other data pertinent to the movement of 
your commodities between the point of origin and each point of destination. 
It may presently exist in some form in your company, but if it is anything 
less than a clearly legible, complete and accurate record, available to all 
departments of your company, a new rate survey chart should be compiled 
immediately. 


The rate survey chart may be prepared on a card file, a loose leaf file 
or any means which makes for easy reference to the data therein. The mate- 
rial used for recording the rate data should be sufficiently durable to with- 
stand constant handling and repeated revision. As a well prepared rate sur- 
vey chart represents a considerable investment of time and effort, its durabil- 
ity is important. If you use file cards, one such card should be prepared for 
each city of destination and point of origin. If you have different cities of 
origin for shipments such as other plant locations or warehouses from which 
shipment is made, a separate rate survey chart should be prepared for each 
such point of origin. Data on the rate card should include the following 
information for each class of commodity: Less truckload and less carload 
rates, weight rate breaks, truckload rates and minimum truckload quanti- 
ties, carload rates and carload quantities, minimum charges by each mode 
and the carriers or combination of carriers to be used to destination. Where 
other modes of transport are available, such as air, water, freight for- 
warder, pool car and shipper association and where the use of such carriers 
is practical to your business, all rate data pertinent to such carrier should 
be included on your rate card. Where small shipments are made, the parcel 
post and Railway Express Agency rate data for maximum weiglits should 
be included. Time in transit by each mode of transport may be pertinent 
when expedited delivery becomes a consideration of carrier selection. A 
rate survey chart which includes these data will provide an excellent con- 
trol for carrier selection and for the propriety of the freight bill. When it 
becomes necessary to build a rate survey chart, we wish to caution against 
doing unnecessary work. As examples of such unnecessary work, rate data 
compiled for a customer who is inactive and to whom you no longer ship 
is wasted effort. If shipments to a given point are in small and infrequent 
quantities, there is little need for truckload and carload rate data. 


The rate survey chart may be created in one of three ways. The first 
method is to record your company’s near past shipping experience using 
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the paid freight bill file as your information source. This method will pro- 
vide only the rate data on carriers which have been used, but it will be a 
start. To this information you would then add rate information gathered 
from the other modes of transport and competitive carriers to that which 
had been used. Although most carriers are willing to assist a shipper by 
providing rate information upon request, if you give a carrier a long list 
of destination points on which you want rate data, you may wait a long 
time for a response, if you ever get one. This method of compiling rate 
data for your rate survey chart is not good because it is slow, it permits 
the continuance of past error and requires a great deal of research by per- 
sonnel not trained in traffic and who will be unable to evaluate the accuracy 
of the data they gather. 


The second means of creating a rate survey chart is simply to turn the 
project over to your traffic department. If they are reasonably well equipped 
with a tariff library and other sources of rate and carrier information, they 
should be able to do a reasonably competent job. The one drawback here is 
that traffic departments are not usually overstaffed, and a project of this size 
may take a long time to complete if it is to be fitted into the daily routine. 
Of course, here too, the traffic department will be prone to perpetuate its 
own errors of the past, whether they be justified or otherwise. 


The third, and perhaps most satisfactory means of creating the rate 
survey chart is to engage the services of a competent outside agency. If you 
provide such an agency with a list of your commodities, your shipping points 
and cities of destination, it can compile complete and up-to-date rate data for 
you. Your rate survey chart data will not be biased by prior experience or 
prejudice and will be delivered with reasonable dispatch. If you have a rate 
survey chart or its equivalent at present, it might prove profitable to have 
it reviewed by competent traffic counsel. The correction of even a small 
percentage of error will produce savings far beyond any reasonable cost of 
such review. 


In gathering rate data, do not overlook the importance of inbound 
freight charges on items of material and supply. Because of the usually 
heavy volume and highly repetitive character of inbound movement, cor- 


rection of even a minor discrepancy will produce major savings. 


Assuming that the freight auditor now has a rate survey chart, we can 
discuss its application. As suggested in our optimum procedure, a copy of 
the rate survey chart should be placed at the billing clerk’s desk, at which 
point routing of shipment will be determined and shown on the invoice and 
bill of lading set. As an alternative procedure, these data may be placed in 
the shipping room to govern carrier selection at that point. In either place, 
the selection of carriers must be the result of management determination. 
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3y eliminating careless or inconsistent carrier selection, immediate savings 
should be realized. When it is generally known that management is trans- 
portation cost conscious (and it should be made generally known), there 
will be a surprising reduction in the number of shipments which have been 
routed via high-priced expedited delivery services. There are other evils 
which often exist in the purchase of transportation which will be corrected 
at this point. Carrier selection dictated by a top executive because of friend- 
ship with a carrier will be subject to comparison and possible diplomatic 
negation. Suppliers who have been making several shipments in quantities 
smaller than that which was ordered, thereby causing higher freight cost 
will be identified. Such added freight cost will be billed back to the offending 
supplier. Customers who request special routing at costs higher than that 
which is available for equivalent service should be billed for the excess 
freight cost. All of these wasted freight dollars and more will be revealed 
and recovered when accurate rate and route data are available. 


The error which may continue to exist after proper carrier selection is 
accomplished is the overcharge error made by the carrier. As suggested in 
procedural check point number three, a copy of the rate survey chart should 
be placed at the point at which freight bills are approved for payment. Hav- 
ing accurate rate data and all other information pertinent to the shipment, 
the voucher clerk can identify and correct carrier overcharges before they 
ar€ paid. 


Establishment of this procedure in conjunction with rate data should 
provide the first long step toward control of your transportation expense. 
As carrier rates and services are never static for long, constant control of 
the accuracy of the rate data is mandatory to the success of your program. 
If you secure your rate survey chart from an outside agency, arrangement 
can be made for the maintenance of the accuracy of the rate data. If your 
own traffic department creates the rate survey chart, it can be made respon- 
sible for its continuing accuracy. If you have created your rate survey chart 
from experience and your own research among carriers, then you can only 
watch for rate changes as reflected in the freight bills presented from day 
to day. 


In addition to maintaining the accuracy of your rate survey chart, you 
must constantly survey the transportation market for better buys and new 
services. As shipping volume into certain cities or areas increases, examina- 
tion of consolidated shipping services may prove profitable. Pool truck and 
pool car distribution into a city or an area will create economies when volume 
justifies such procedure. Stop-off for partial loading or unloading permits 
you to take advantage of truckload or carload rates plus a small stop-off 
charge. As a general rule, the larger a shipment, the lower the cost, therefore 
strive to increase the size of individual shipments to reduce freight cost. 
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Another cause for unnecessary freight cost, although not directly related 
to the transportation cost control procedure described herein, is a high 
incidence of loss and damage claims and the manner in which they are 
settled. The cost of tHfis freight problem is not measured merely in the value 
of the merchandise, but the attendant cost of correspondence with cus- 
tomers and carriers and claim adjusters. If loss and damage is occurring 
frequently, attempt to identify the cause. It may be the result of one or 
two careless carriers. High incidence of damage to shipments might indi- 
cate that packaging is inadequate. Many times, a few pennies spent on better 
shipping containers will save dollars and hours of clerical time, to say 
nothing of improved customer relations. 


Examine the existing loss and damage claim file to determine how 
promptly claims are being settled and at what value. If there are carriers 
who are chronic delinquents in claim settlement, start a concerted effort 
against them. A few diligently prosecuted claims may gain greater respect 
for you on future claims. 


Determine whether the value of loss and damage claims is being re- 
cove ~d from the carrier or from your insurance company. Except under 
a few circumstances, such as released valuation, the carrier is obligated to 
compensate the shipper for all loss and damage to his merchandise, and 
charges the shipper for this protection as part of his rate. When you buy 
insurance: “or the protection of your shipments in transit, you may be pay 
ing twice as much as is necessary. Even when added insurance seems war- 
ranted, study the cost of such insurance against claim experience over a 
recen: past period. You may find that you have more insurance than experi- 
ence would indicate necessary. 


We have mentioned basic procedures and devices which will contribute 
much to the control of your transportation expense. There are literally 
hundreds of added details which would further contribute to the reduction 
of freight cost which are not mentioned due to limits of time and space. 
If you had hoped to become an accomplished auditor of freight expense as 
a result of this article, we are sorry to disappoint you. Like a good account- 
ant, or a good lawyer or any other form of skilled endeavor, good traffic 
men are the product of extensive training and long experience. There is no 
short cut from this. We do, however, hope that we have marked a few paths 
for your exploration. If you will follow one or two of these paths, it is highly 
probable that you will make discoveries which will prompt your further 
exploration. Each such exploration will add to your store of traffic knowl 
edge, and you will be surprised at the frequent opportunities to apply this 
knowledge. Do not let vour lack of detailed traffic knowledge deter you 
from your objective. Many times this lack of knowledge plus the applica- 
tion of common sense will permit you to accomplish results which the trained 
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traffic man thought impossible. If you will cooperate with your traffic man 
by providing the objective viewpoint for his technical knowledge, you will 
both be pleased with the resultant accomplishment. , 


OUTLINE FOR TRAFFIC AUDIT 


The following outline will serve ac a reference when considering the examination 
of the freight expenditure. Added detail on each check point will be found in this article 
titled “Internal Audit of Transportation Procedure and Expenditure.” 


Avupbit oF TRANSPORTATION EXPENDITURE 


I. Examine established procedure at: 
A. Clerical preparation of bill of lading 
B. Method of carrier selection. 
C. Approval of freight bill for payment. 
D. Paid freight bill files. : 
II. Detailed study of past freight expense through: 
A. Audit or reaudit by traffic department 
B. Audit by outside agency. 
1. Fee contingent upon overcharge recoveries 
2. Fee paid as initial retainer. 
III. Preparation of Rate Survey Chart: 
A. Source of Rate Survey Chart. 
1. Prior experience. 
2. Resident traffic department. 
3. Outside agency. 
B. Application of Rate Survey Chart data: 
Carrier selection at billing desk 
Carrier selection at shipping room. 
Control of carrier selection. 
4. Correction of freight bill errors. 
C. Maintenance of Rate Survey Chart accuracy. 
1. Experience and research. 
Resident traffic department. 
Outside agency. 


1. 
2. 
3. 


? 
3 
IV. Examine loss and damage cost: 
A. Claim adjustment and collection. 
B. Loss and damage prevention through: 
1. Improved packaging. 
2. Better carrier selection. 
Cost of loss and damage protection 
1. As part of carrier rate. 
2. As covered by insurance policies. 


c. 


V. Constant review of procedures, carrier services and changing volume. 


EXHIBIT I 
Rate Survey CHART 


The rate survey chart is the device with which management can apply detailed 
control to the freight expenditure. Having such detailed and accurate rate data, the 
optimum mode of transport may be selected for each shipment. When transportation 
charges are presented by the carrier, their accuracy may be verified and if errors 
exist, they can be corrected prior to payment of the freight bill. 
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We have shown a hypothetical rate survey chart card below. This data covers the 
movement of a given commodity from Buffalo, N. Y. to Los Angeles, Calif. via all 
modes of transport. This form is based on the presumption that there is a single 
commodity moving in all quantities, ranging from small shipments to carloads and 
truckloads. 


Rate Survey CHArt 


Origin: Buffalo, N. Y. Destination: Los Angeles, Calif. 
Time 
Parcel Post —Weight Maximum 38 Ibs. $5.93 per shipment 8 days* 
Railway Express—Weight Maximum 41 Ibs. 7.82 per shipment 6 days 
Carload 
Minimum Less than More than 40000 min. wat 
Charge 5000# 5000# CL 10 days 
Rail $7.30 $7.30/cwt $6.85/cwt $3.80/cwt LCL 21 days 
my A 23000# min wat. 
TL TL 9 days 
Motor 7.83 7.83/cwt. 5.65/cwt. LTL 10 days 
LCL 
Forwarder 8.03 8.03/cwt LCL 10 days 
Air Freight 16.00 10.93/per 100 pounds 2 days 
LCL 
Pool Car 5.93/cwt.F 12 days 


* Variable. 
+ Minimum shipment 150 pounds 


Routes—Rail —NYC-ATSF. 
Motor —Denver Chicago. 
Forwarder —Acme Fast Freight 
Air Freight—American Airlines 
Pool Car —Apex Shippers Association. 


As the preparation of a rate survey chart may involve a considerable amount of 
research, it is well to avoid unnecessary work. Do not compile data unnecessary for 
movement to a particular destination. Do not compile data which will not be put to 
immediate use. 

EXHIBIT II 


GLOSSARY 


The following listed words, terms and phrases are those more commonly used in 
the traffic world. Your knowledge of the meaning of these phrases will lend much 
to a better understanding of conversation and correspondence on traffic matters. They 
are listed alphabetically for ready reference. 

Agency Tariff —A tariff published by one who is appointed by the car- 
riers for that special purpose, as indicated by powers 
of attorney filed by the carriers with the Interstate 
Commerce Commission. 


Any Quantity Rate —A rate that applies regardless of whether a less carload 
or carload, or less truckload or truckload quantity is 
shipped. 

Applicable Rate —The rate finally determined to be the one that applies 


after consideration of the commodity, the weight, the 
route, the packing, the. tender for shipment and sundry 


tariff provisions far too numerous and complex to 
outline here. 
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Arbitrary Charge —An amount added to or deducted from a base rate, from 
or to a given point or on a given commodity, to arrive 
at the rate from or to another point or on another 
commodity. Also called “differential.” 5 


Average Agreement —An agreement relating to demurrage, between car- 
riers and shippers, under which the shipper is credited 
with release of cars within one day's time, to be used 
as an offset against debits for cars not released within 
the free time permitted by the demurrage tariff. 

sill of Lading —The document issued by carriers to shippers acknowl- 
edging receipt of the goods and stating directly or 
through reference to tariffs, the terms applicable. It is 
a part of the tariff in that it is made a part of the 
classification to which nearly all tariffs refer. 

Bond of Indemnity —In the event of claim against the carrier, a bond given 
by the shipper to the carrier to protect it from dam- 
ages by reason of the inability of the shipper to present 
the original bill of lading or freight bill. 

Carload (CL) —A rail car fully loaded, but more often a car loaded up 
to, or subject to, the minimum weight provided in the 
tariff for what is called a carload rate though the car 
not be loaded. 

Class Rates Rates derived through the use of ratings provided in 
the classification, classification exception tariffs or 
classification exceptions published in the rate tariffs 

Commodity Rates —Rates that apply on articles specified in the description 
employed in connection with the rate. It may apply on 
only one article, related articles, or large groups of 
articles, or on “all freight.” It is used to distinguish 
such rates from “class rates.” 

Declared Value The value declared on a shipment for the purpose of 
obtaining reduced freight rates, or for the purpose of 
placing a greater liability on the carrier than for the 
lowest value as contemplated by the provisions of the 
Interstate Commerce Act and its released rate orders. 
Such declarations are necessary only when the rates 
vary according to value and when such variation has 
been authorized by the Interstate Commerce Commis 
sion. 

Demurrage —The charge made for delay in loading or unloading of 
cars or vehicles beyond free time allowed in tariff, either 
before or after shipment or during shipment, if held on 
order of shipper. Demurrage charges are mostly penal 
in nature, not being based on costs 

Forwarder —A consolidator and distributor of LCL or LTL ship- 
ments under the provisions of Part IV of the Inter- 
state Commerce Act. Also used with reference to pool 
car operators; also foreign freight forwarders who 
arrange and handle details of export shipments 

LCL-LTL Less Carload—Less Truckload 
Shipments in quantities of less than carload or less than 
truckload to which the LCL or LTL rates are appli- 
cable, or to which carload or truckload rates are ap- 
plicable as maximum. 
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NOIBN —Not Otherwise Indicated by Name. 
A term applied very strictly and meaning “Not more 
specifically provided for.” It is used extensively in the 
classification and most tariffs of general application 
When an article is embraced within any generic name, 
it falls short of being NOIBN and the analogy pro- 
vision of the consolidated freight classification has no 
application. 

NOS —Not Otherwise Specified. 
This phrase is used in commodity rate tariffs and is 
either defined or used as meaning, “not otherwise speci- 
fied in this tariff” which indicates that the fact it may be 
named in the classification has no bearing upon appli- 
cation of the commodity rate tariff. 


Overcharge —The amount charged in excess of the tariff rate or 
base. 
Pool Cars —Cars loaded with freight of one or more shippers for 


one or more consignees but tendered to the carrier as a 
single carload 

Routing Guide —An extraction from a tariff or a series of tariffs that 
denotes the optimum routing. 

Short Form Bills of Lading—A bill of lading in which the terms are not printed 
thereon but which are applicable by reason of refer- 
ence being made to the terms as printed in the uniform 
bill of lading in the classification. 

Statute of Limitations —The limitations provided vy statute for the time in 
which actions for overcharges, undercharges or loss or 
damage claims may be brought without becoming out- 
lawed and barred. These statutory limitations are as 
follows: overcharges—2 years from date of delivery; 
undercharges—2 years from date of delivery; loss or 
damage—9 months from date of delivery; hidden dam- 
age—9 months from date of delivery with request for 
inspection within 15 days from date of delivery. 

Stop Offs in Transit —The privilege of stopping shipments while in transit 
for the purpose of loading or unloading a portion of 
this shipment. The movement through the stopping point 
is considered as continuous for rate purposes 

Surcharge —A charge or additional rate imposed upon and in ad- 
dition to the base charge or rate. 

Tariffs —Publications of carriers showing rates, routes, rules, 
rating, terminal services, transit privileges, allowances, 
commodity lists, demurrage, car lengths or capacity, 
diversion rules, switches, etc. This is the published 
statement of the terms and conditions of sale of a 
carrier’s transportation services 








THE INTERNAL AUDIT ASPECT 
OF THE GENERAL ELECTRIC 
TRAINING PROGRAM’ 


By R. L. KNIGHT 


Manager-Financial Personnel Service, General Electric Company 





The effectiveness of a working force is a mirror of its underlying train- 
ing. The author presents a case study, describing the training program of 
an eminently successful corporation, with particular emphasis on the train- 
ing of auditors and role of the audit staff as a proving ground for executives. 





HE New York Times of October 6, 1955 reports a convention of witch 

doctors in South Africa. It seems that over a hundred of them from 
all over South Africa met in Pretoria to discuss their mutual interests and, 
as you might expect, they arrived at a standard remedy to solve all the 
problems of the witch doctoring business—they decided to start a training 
course. 


The witch doctors may be in danger of exposing themselves to an 
altogether too common hallucination—that the existence of a training pro- 
gram implies that the process of education is also taking place. In the words 
of George Gershwin’s famous song—‘“It ain’t necessarily so.” 


This is a constantly recurring concern I have with our financial training 
program in General Electric, and I would certainly not want to attempt 
to convince you that our program is the only sound approach to training 
financial executives. However, we can support some of our views by virtue 
of the fact that we have been at it a long time, General Electric having 
inaugurated a formal business training program in 1919, through which 
we have subsequently processed over 4,400 men. In that time you learn some 
things the hard way and, while many of the forms, techniques, methods 
and practices may change over the years, you do tend to cling to a few 
fundamental principles which seem to have proven themselves time and 
time again. 


Before discussing either training or auditing, let me give you some 
general statistics, not to impress you with the scope of our work in General 
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Electric but rather to orient you to our program and problems—both in 
training and auditing. 

1. General Electric’s present dollar volume is around $3 billion, com- 
pared with only $300 million only 20 years ago. Based upon the pro- 
jected growth pattern of the electrical industry, it well may double 
again in the next decade. 


2. We have 136 manufacturing plants located in 105 cities in 28 states. 

3. We have around 235,000 employees. 

4. General Electric is a decentralized organization with approximately 
100 separate and distinct product departments—each responsible 
for its own business. 

5. We manufacture and market well over 20,000 separate products— 


with a very great range in value, size and diversity. 

6. We have approximately 12,000 accounting and financial clerical 
employees with about 1,000 key financial positions. The managers- 
finance of our 100 product departments, which may range from $5 
million to $150 million in annual volume, are fully the equivalent of 
the comptroller of any independent company with business of that 
magnitude. 


In spite of the fact that these statistics are of some magnitude, I want 
to make it quite clear that we do not regard size or numbers as the most 
important consideration. Throughout our entire financial personnel develop- 
ment program our real concern is quality of personnel. For this reason, our 
objectives, our experiences, and many of our conclusions are fully applicable 
to any other business organization regardless of type, size, or location 
in short, this is a subject on which we all meet on mutual grounds. 


As we see it, financial organization has three fundamental responsibili- 
ties—(1) we must efficiently perform our operating tasks in accounting 
and finance, (2) we must make a maximum contribution to management 
through sound business counsel and advice and, (3) we must protect and 
conserve the investment of our shareowners through effective financial con- 
trols. Here again, success or failure will be determined largely by the quality 
of our people. 

Let me discuss our general training program, our auditing program, 
and then put the two together. First, our training program. 

There are three basic steps in any personnel development program: 

1. Selective recruiting 
2. Comprehensive and thorough training 
3. Careful appraisal and prompt promotion. 


Let me briefly discuss each one of them. 
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RECRUITING 


Since 1919, when we first started our business training program, we 
have hired around 4,400 college and university graduates for financial work. 
Each year, we visit about 120 colleges and universities and interview 
around 3,000 of their top graduates in business administration, accounting 
or liberal arts. From this group, we eventually hire 200 to 250 men. The 
technique of recruiting is based on the prime objective of selectivity. We 
are not too much concerned with academic courses, and our training pro- 
gram has men working side by side who have majored in history, languages, 
mathematics, and engineering, as well as accounting, finance, or business 
administration. In general, our aim is to make our selection from the top 
10% of the graduating class—not necessarily the top 10% from the stand- 
point of arithmetical grades—but from a balanced review of scholastic 
ability, extra-curricular activities, personality, social adaptability, and 
leadership. 


Since the appraisal of the potential ability of people is anything but an 
exact science, we are not always successful. At the same time, we believe 
our standards must be high if we are to achieve any measure of success. 
For this reason, in our recruiting, we would like to see a potential comp- 
troller, treasurer or manager-finance of a product department in each of our 
men, rather than hoping that the law of averages will somehow produce 
them. 


TRAINING 


In General Electric, we have a dual approach to financial training. The 
first, and most important, is on-the-job training. We have heartily sub- 
scribed to the philosophy that people learn best by doing and that there is 
no adequate substitute for this fundamental method of developing adminis- 
trative skills. All of our recruits are assigned at the outset to specific jobs, 
even though many of them may be somewhat clerical in nature. Within 
practical limits, they are rotated among various assignments to provide 
diversity of job experience and to reward good performance with increased 
opportunity and responsibility. From this approach, we feel that the man 
accomplishes the following: 
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1. He learns to work. 
2. He learns the fundamentals of a business. 


3. He learns the primary functions of financial work and gains an 
appreciation of their significance and potential contribution. 


4. He learns the importance and significance of good administration, 
first as a worker, and secondly, as a supervisor. 


The second approach is a formal, scholastic program. We offer each 
man the opportunity of attending classes two hours each week on his own 
time after work. The courses are taught by a faculty composed of our best 
financial people, using the latest materials and teaching methods. A basic 
university pattern is followed with homework, quizzes, mid-term and final 
examinations. The student receives grades on all quizzes and examinations 
and a final course grade. Classes are conducted over two semesters in each 
calendar year, each semester consisting of approximately 14 sessions of 
two hours each. Classes cover all the primary functions of financial work 
and, for the average college graduate, require three years to complete. 

Our objectives in this formal training program are essentially these: 

1. Since many of our recruits have only liberal arts training, they can 

acquire the equivalent of basic college courses in accounting and 

financial work. 

2. They gain a fundamental appreciation of accounting principles and 
practices as applied in General Electric 

3. Toa large extent, the classwork parallels their “on-the-job” experi 
ences. 


4. Of paramount importance, they are getting an early and significant 
start in the process of self development whereby, with added effort 
and application of their own abilities, they can progress faster and 
prepare themselves to take on increasingly important job assign- 
ments. 


In this current semester, we are offering the business training cours« 
in eleven training centers to 641 students with a faculty of 81 instructors. 
Note that this is an average of only eight students for each instructor. We 
believe in the seminar approach with small discussion groups and the oppor 
tunity for personal participation by each student. 


\t the conclusion of this three-year basic training course, the formal 
classwork training period is ended, and the men are then placed in respon 
sible supervisory positions. 


We are now adding advanced financial seminars to provide intensive 
training to our top people in specific areas of our function. Through this, 
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we hope to develop greater competence in our work and to provide an 
intermediate training step between our basic training program and the 
management training program of General Electric. 


PROMOTION 


Here again is a very large subject but, to sum up promotion, appraisal, 
evaluation, and placement in a few words, one would say—there ts no 
substitute for knowing your people. If we are going to contribute to the 
development of people, the necessity of an accurate human inventory is 
far more important than our annual inventory of physical assets. And even 
more than with physical assets, the status of the human resources inventory 
is dynamic—never static. Too often we find the tendency to appraise an 
individual in terms of how we knew him years ago. If our training and 
development programs are really effective, the man we knew 5 or 10 years 
ago may be an entirely different man today. Our inventory and appraisal 
work must be constantly kept up to date, not only through current ap- 
praisals, but by maintaining a careful record of the individual’s progress 
throughout his entire business career. 


We have maintained complete records of our business training recruits 
and key financial people in a central location since 1919, and we have always 
been able to find the right man for the right job. Our current financial man- 
power inventory contains over 3,600 names of key financial people, of which 
over 2,500 are graduates of our business training program. However, for 
those in charge of training and placement, the best and latest scientific 
records will never be an effective substitute for either personal acquaintance 
or the appraisal of another personal acquaintance whose judgment is sound. 
(It is equally important that the appraisers be carefully selected. Some people 
are good judges of other people and some are not. A careful, thoughtful, 
and honest appraisal by a good judge of men is worth a dozen surface im- 
pressions or casual comments. ) 


I would like to record my objection to the altogether too common tend- 
ency to leave development and training to “professional” personnel people. 
There is much that personnel organizations can do in helping to plan pro- 
grams, formal training classes, etc. However, the basic coaching job can 
only be done effectively by the supervisors to whom the individual reports— 
and tiiis applies at all levels of supervision. Since the main learning process 
is on-the-job, the results will very largely depend upon how the job is 
presented, supervised, and the individual coached by the supervisor. In 
turn the attitude of the individual, his initiative and willingness to learn, 
will depend upon the treatment he receives at the hands of his immediate 
superior. And all this is much more than a matter of giving instructions 
on how the job is to be performed or in effecting a cheery good morning in 
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the office. It means establishing the right kind of a climate in which indi- 
viduals can grow and develop. It means unlocking the door to the individ- 
ual’s talents and capabilities. 


AUDITING 


And now let’s turn to the subject of internal auditing. 


There are actually three groups who regularly perform cudit work in 
the company—our auditing department (responsible to the comptroller), 
the independent public «.iditors and the internal auditors of our decentralized 
product departments. The spheres of the three groups, while basically 
different, necessarily overlap to some degree. However, our interest here 
is in the auditing department. First, let us consider their general objectives : 

1. To carry on a program of general audits of General Electric Com- 

pany components which will meet the highest professional standards 

and will, at the same time, provide the greatest possible practical 
benefits to General Electric Company. 

2. To provide special audit services to all components of the Company 
as requested to the extent that qualified auditors are available for 
such assignments. 

3. To coordinate the required audit work with that of the Company’s 
independent public accountants and with the internal auditors of 
operating components to achieve maximum effectiveness at minimum 
total cost. 


4. To train and make available for promotion to other components the 
greatest practicable number of qualified men. 


As indicated, the auditing department’s primary responsibility is one 
of conducting a professional, company-wide audit program. However, you 
will note that training was listed as one of the four main objectives, and 
we have found from experience that the quality of our auditing work is 
actually enhanced by bringing in young men with outstanding capabilities 
with their enthusiasm, fresh viewpoints and desire to progress. It is here— 
in the traveling audit staff—that we assign our very top graduates of the 
business training course. 


Let’s take one of these top men—call him John Jones. When John joins 
the auditing group he will first assist on and later supervise audits in perhaps 
two dozen separate locations. He will audit the factories which produce 
large rotating equipment and those which produce lamp bulbs or small 
appliances. He will visit sales offices, warehouses, headquarters organiza- 
tions, service shops, installment financing offices and perhaps foreign dis- 
tributing or manufacturing affiliates in Latin. America and Europe. His 
work will be comprehensive at each location and at the conclusion of each 








36 The Internal Auditor 


audit he should know the organization and major problems of his client. 
Names on the Company organization charts will gradually become people 
and the departmental blocks will become concrete business operations. His 
work will place him in constant contact with people in the commercial, 
engineering and manufacturing groups as well as those in the accounting 
and financial areas. He will learn to appreciate more thoroughly the prob- 
lems of these groups and will henceforth be more tolerant and more help- 
ful in resolving the inevitable conflicts among them. 


And now let’s leave John Jones and take a profile of him and his asso- 
ciates. 


In the first six months of this year, the department has employed an 
average of 108 traveling auditors, and it is expected that a like number 
will be engaged in field audits during the last six months of the year. The 
average traveling auditor is a man about thirty-one years of age who has 
had five years and four months of experience with various components of 
the Company before joining the department. He is married, has a college 
degree, and has completed the business training course. He has been per- 
forming field audit work for one year and four months. Our most experi- 
enced field man has been with our traveling staff for over five years, and 
our newest transferee joined the department yesterday. The 108 traveling 
auditors on the department's payroll at June 30, 1955 represented men fron: 
twenty-three different states and Canada who had attended fifty-eight differ- 
ent colleges or universities. 


In 1954 and the first six months of 1955, a total of seventy-six men have 
joined the auditing department. These men have come to the department 
from various of the Company’s components in locations from Lynn to Han- 
ford and Milwaukee to Mexico and Venezuela. In this same period we have 
made available to other components of the Company seventy-two men. 
This is the equivalent of four men each month who have been trained for 
and promoted to responsible positions to help meet the manpower require- 
ments of others. Specifically, these seventy-two men have gone to fifty-one 
different components in twenty-one different locations of the Company. 
We have made a real, and we think successful, effort to release a man for 
transfer promptly when it is indicated that he is the best candidate to fill a 
job vacancy. There is, of course, a practical limitation on what we can do 
in this area and still carry on the regular and specialized audit and investi- 
gative services. 


The traveling audit staff is geared to the training program as a “post- 
graduate” on-the-job curriculum. It is a fluid organization with exception- 
ally high turnover. The period of each man’s staff service will range from 


one to five years. It is not a permanent job for any man. The average 
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traveling auditor at the present time has been doing this type of work for 
less than two years. The normal inefficiency of rapid personnel turnover 
is more than compensated for by the enthusiasm of these young men and 
their basic capabilities. Rapid turnover is an essential requirement of any 
phase of a training program if it is to attract and hold men of the highest 
caliber. 


In many respects, as previously mentioned, the auditing staff represents 
the keystone of our training program for accounting and financial manage- 
ment. Here our most promising recruits are given the opportunity to 
strengthen their business background, supplement their business knowledge, 
develop their initiative and judgment and broaden their understanding of 
the Company and its problems. This is the point at which we can test their 
ultimate capacity and aid in directing them along the particular channels 
in which their talents will be most productive. 


And now let’s return to John Jones. At the end of three or four years 
of auditing assignments of progressive difficulty and complexity, it may 
become apparent that he has gained most of the knowledge and experience 
which he can profitably obtain through the auditing medium. He has made 
the most difficult audits and has seen generous samples of all phases of the 
Company’s operations. At this point his usefulness to the auditing staff is 
at its peak and at this point, somewhat paradoxically, we believe he should 
be made available for promotion to a more permanent and a more responsible 
job. His immediate value on his present assignment must be subordinated 
to his longer range prospects and the benefits which will accrue to him, 
his associates and the Company through rapid turnover. 


The job to which he is promoted must offer a challenge but still be within 
the range of attainment. It may be a staff or an operating assignment. He 
may become the manager of finance for a district office or an operating 
department, where he may be responsible for an accounting organization 
of a hundred or more people. At this point the knowledge of his ability 
and capacity, gained through several years of close contact and observation, 
is the major factor in determination of the type of job which he can reason- 
ably be expected to handle. The entire benefit of his training may be lost 
to the Company if we nominate him for a job that is too big for him, at 
his current stage of development, or one, on the other hand, that will not 
offer him a challenge. Some misjudgements are_inevitable, but we can keep 
these to a minimum by setting two objectives—first, to exhaust the various 
means of knowing the man and, secondly, to keep informed of the require- 
ments of various accounting positions and their relative difficulty. Intelli- 
gent and effective promotion rests entirely upon this dual appraisal of man 
and job. 
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So here you have a program which combines the advanced on-the-job 
training with auditing. Has it worked? We think so and here are a few 
facts which continue to keep us convinced: 


1. 


Our audit program reaches all of the Company’s operations and has 
played a major role over the years. The quality of the work has been 
such that a very large part of our audit findings are accepted by 
our independent auditors and our respective programs are very 
thoroughly coordinated. 

Operating economies to a certain extent represent a by-product of 
the regular audit work but they are highly significant and one to 
which a great amount of attention is devoted. Over a period of many 
years, the average cost and expense reductions in connection with 
the audits have more -than paid the gross expenses of the entire 
operation. 


I will not attempt to detail their accomplishments in the areas of 
detection and prevention of frauds and misappropriations, special 
investigations, statistical studies, etc. The record is equally impres- 
sive. 


How has it succeeded as the keystone of our financial training program? 


The best way to answer is to look at the management group of General 


Electric. Here is only a partial list of some of the graduates of our business 
training and auditing program : 


J 


10. 


Our Comptroller. 

Our Treasurer. 

Our Vice President-Public Relations. 

Three out of eighteen of our Operating Division Vice Presidents. 
The Chairman of the Board of our Canadian Company. 

The President of General Electric Credit Corp. 

Nineteen of our Product Department General Managers or equiva- 
lent. 


Eight out of the nine Department Managers who report to the 
Comptroller. 


Three out of the four Department Managers who report to the Treas- 
urer. 


Approximately 95% of our hundred and thirty Department Mana- 
gers-Finance or equivalent. 


I have described one type of personnel development program which has 


been successful, without prejudice to the many other good programs which 


may differ widely in detail. The proper program for a particular company 
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must be tailor-made to be fully effective and must take into account all the 
problems of location and organization structure peculiar to that company. 
However different in detail, every program in our opinion should be built 
around the objective of attracting, training and fully utilizing the highest- 
quality talent available. Perhaps most of all, we believe that a successful 
program must be based on the philosophy that every man is an individual, 
that he must be known and treated as an individual and that his best inter- 
ests will almost always coincide with the the ultimate best interests of the 
Company. 








AUDITING OF CONSTRUCTION 
PROJECTS’ 


By M. S. FONOROW 
Kraft Foods Company 





In many businesses construction contracts are the exception rather than 
the rule. So their audit subjects a group of people to financial supervision 
who may be unfamiliar with audit techniques. In addition to this, much 
of the financial control relating to a construction contract should be exercised 
before work on the contract begins. Recognizing these two aspects, the 
author explains, from experience, some guides for auditors in this type of 


work. 


HE large expenditures by companies to improve existing facilities and 

to construct new equipment for production, research and distribution 
operations, have made it imperative that comptrollers and auditors have a 
working knowledge of the problems concerning the control of construction 
projects. 

Construction work, because of its non-repetitive nature and inherent 
opportunity for deception, requires an audit which puts greater stress on 
evaluation of legitimacy of payments and the honesty of the employees 
concerned, 

[ shall attempt to point out a number of potential “sore spots,” and 
frequent weaknesses of control which too often go hand in hand with con- 
struction projects. 

I hope to leave with you a few thoughts relating to various phases of 
construction auditing which may be of use to you. The September 1955 
issue of THe INTERNAL AUDITOR contains a concise paper dealing with 
auditing of construction contracts. This paper hits the high spots of the 
contractual commitment problems. However, a large area of potential loss 
on a construction project has already gone over the dam prior to the actual 
writing of a construction contract. 

Before a contract is written, bids must be solicited. These bids will be 
based on the information contained in the project plans and specifications. 

Ambiguities and conflicts in these documents can cost your company 


money. The plans and specifications should be reviewed and coordinated 
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by the engineers to avoid costly ambiguities, oversights, and conflicts. The 
specifications should also be reviewed by the purchasing department to 
determine that the items specified are satisfactory as to price and quality. 
Purchasing may be able to advise where cheaper but completely satisfac- 
tory equipment or material might be substituted at a savings. The specifica 
tions should be studied to determine that they permit several sources of 
supply, or several comparable manufacturers of necessary but costly items 
of equipment. This is important, because the specification writer makes 
substantial commitments of company money and at the same time, may 
route business to definite suppliers. If but one manufacturer or supplier is 
used, all bidders must contact that specific supplier, and thus the identity 
of all competing contractors is revealed to the supplier. 


It might be worthwhile to determine whether all interested departments 
have had an opportunity to review the proposed project. For example 
Have production personnel examined plans and specifications to insure 
that they adequately cover all production requirements? Do they provide 
for enough storage space and do they take into account all of the latest 
improvements in production processes ? 


Has the traffic department been consulted to determine that adequate pro- 
vision has been made for railroad sidings ; truck docks and truck maneuver- 
ing space? Has the insurance department been consulted to insure that the 
proposed building meets all fire regulations and that the building construction 
and provisions for fire control are sufficient to bring the fire insurance 
classification down to the lowest rate? Has the cost of installing a sprinkler 
system been compared with projected savings in fire insurance costs? 


After questions of this nature have been resolved, it might be well to 
direct attention to the problems associated with obtaining bids for a pro- 
posed project. In this area, an auditor must be on the lookout for favored 
contractors and suppliers. A review of disbursements should point out 
possible favored contractors or suppliers. Records of bids or quotations 
submitted by those customary contractors should indicate whether the busi- 
ness they obtained was at least outwardly based on competition. 


Such a review is useful because the first indication of possible collusion 
will generally appear in the bidding stage. It is here that the favored con- 
tractor, or the “cooperating” supplier appear on the scene; and such ap- 
pearance may be a warning of collusion. 


Collusion indicates some type of “pay-off.” This pay-off may be made 
in cash; through an interest in a business venture; by gifts; by repairs, 
additions, or construction of a home; or merely by free dinners on special 


occasions. In some instances, favoritism may be based simply on friendship, 
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with no material goods being transferred. However, in any case, the com- 
pany suffers either through outright fraud or through the elimination of 
competitive bidding. 


Several methods can guarantee that a favored contractor’s bid is ac- 
cepted. The simplest is to give him the job without putting it up for bid, or 
regardless of other bids. Where this is not feasible, the invitations to bid 
may only be sent to the favored contractor and to other contractors who 
would not be acceptable even if their bid were lowest. Or other contractors 
may have been selected because it is known that they are not interested 
in the job or that they will cooperate by submitting “courtesy bids” in con- 
formance with a working agreement to keep “hands off” of specific types 
of work for a given company. 


When the list of prospective contractors who are invited to bid cannot 
be controlled, and independent honest contractors are among those bidding, 
other means may be utilized to justify the granting of a contract to the 
favored one. All bidders may not receive identical plans and specifications, 
or the same set of sufficiently ambiguous plans and specifications may be 
sent to all contractors, but the favored one may know where he can cut 
corners, or make omissions or savings, so that his bid price will be lower. 
Or bids may be opened as they arrive and the favored contractor notified of 
the lowest bid—so that he can submit his bid for a lower amount. 


These methods might result in a favored contractor bidding a job below 
his normal profit margin—or even below his cost. But if his contacts are 
“right,” or if impartial supervision is lacking, he can still make a profit 
by chiseling on extras, or deleting work without passing on the savings 
to the owner. 


It should be apparent that an auditor must carefully scrutinize every 
detail relating to the bidding stage. Good control requires proper separation 
of operations and responsibilities. The engineering department should pre- 
pare all plans and specifications and be permitted to suggest possible con- 
tractors and suppliers, but should not be permitted to exercise complete 
control over the bidding procedures. 


3ear in mind the possibility of manipulations from bid to contract. The 
contract provides a splendid medium for dissipating company assets. Ambi- 
guities or omissions, whether accidental or intentional, can be very costly. 
M. S. FONOROW graduated from the University of Chicago and holds a M.B.A 
degree. He was a Captain in the United States Air Force and is now a Major in the 
Air Force Reserve. 
He has been with the Kraft Foods Company Audit Staff since 1947 and Assist- 
ant General Auditor since 1952. He has been devoting considerable time, during the 
last five years, to the auditing of major construction projects for the company. 
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Auy differences noted between the original bid and the contract price 
should be studied. If a favored contractor has been squeezed too tightly 
in order to submit the lowest bid, he can be allowed to breathe much easier 
by adjusting his bid, when it is reduced to legal terms. This adjustment can 
be made by simply raising his original bid price—or changing the project 
from firm-bid to cost-plus—or by deliberately allowing contractual extras— 
or by omitting a portion of the job which had actually been covered by the 
firm bid. Many of these “adjustments” may be justified on the basis of 
elapsed time between the bid date and the actual date of signing the con- 
tract. 


Since the contract, with whatever obvious—or hidden—flaws it may 
contain, describes the boundaries within which an audit will be effectual, 
the auditor should be fully conversant with all of its provisions. 


The sub-contract phase of contractual provisions is frequently skimmed 
over. Sub-contract work is usually less expensive for a contractor than the 
work which he performs with his own men. Some general contractors occa- 
sionally operate as brokers, and “sub” out everything but the profit. Over- 
head cost for sub-contract work is cheaper because the general contractor 
does not usually have to locate suppliers ; expedite delivery ; pay for mate- 
rials; maintain detailed payroll records; and provide home office supervi- 
sion. He should therefore be willing to pass some of this savings on to the 
purchaser. 


Savings will not be passed on unless the contractor is required to sub- 
mit a competitive bid for handling sub-contracts at the same time that he 
is submitting his bid for the major work. 


It is only by obtaining competitive bids for unit prices, and all of the 
variables anticipated to occur, either on change orders or cost-plus work, 
that an owner may forestall possible excessive charges. 


There are potential savings available through the utilization of an alert, 
intelligent on-the-job construction auditor. Since the engineer’s problem 
is to create a building meeting certain requirements—limited financially only 
by budgetary restrictions—the accomplishment of the project is his prime 
goal. He may not be too cost-conscious. Once the project has been started, 
any changes which increase cost merely require a supplemental appropria- 
tion, which is rarely denied after so much money has already been invested. 


The on-the-job auditor must be continuously alert for areas of potential 
cost reduction, and call attention to all deletions or substitutions which have 
resulted in savings to the contractor. He must verify that such savings are 
passed on to his company. 
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Engineering estimators generally approve costs for changes based on 
“past experience average costs’ for the specific type of work required. 
However, availability of labor, labor rates, output per man hour, climatic 
conditions, equipment available, and prices for materials all affect the cost 
of performing extra work. The job auditor is in a good position to objec- 
tively evaluate the proposed cost of changes, using his first hand knowledge 
of job conditions. 


A firm price in advance of work performance will usually provide for 
contingency and adverse weather conditions, so that the contractor may 
realize a profit on the change. 


Construction auditors may be provided with the option of agreeing that 
a requested price for a change is reasonable—or of requesting that the work 
be performed on a time-and-material basis. These auditors frequently must 
make quantity take-offs from drawings, obtain price information, and be 
capable of visualizing the scope of a change and the man-hours required. 
They must sometimes make suggestions of an engineering nature which 
should be helpful to engineering personnel. 


The idea of establishing proper internal control may be opposed by 
people who are not accustomed to having their activities audited. It must 
be borne in mind that, in the construction field, an audit is not an everyday 
occurrence. So the internal auditor should tread intelligently, slowly, and 


with finesse if he wishes to make his assistance welcomed—and profitable. 


PLANNING AND CONTROL 
FOR INTERNAL OPERATION’ 


By C. HAROLD SOUTHARD 


Production Control Manager, American Machine and Foundry Company 


The relationship of the internal audit function to other control functions 
has been frequently discussed in these pages. The author of this article 
presents an unusual angle, whereby part of the audit function is removed 
and made the responsibility of a “plans and operations control unit.” It is 
a controversial approach. As such it merits the reader's consideration. 


HE ever-widening gap between administrative offices and “front line” 

operations has developed, in essence, general management by remote 
control. This condition has, in turn, placed increasing emphasis upon the 
need for additional aids to top management to offset the lack of opportunity 
for personal observation, evaluation and contact with operating situations 
The growth of many companies has brought about multi-plant operations. 
It is because of the inherent weaknesses of organizations with scattered 
geographical locations that more and more independent control functions 
are needed by top management. 


The degree of success of a business is frequently dependent in a large 
measure upon the standard at which these individual controls operate and 
the manner in which they are coordinated in the executive offices. There- 
fore, it follows that business decisions are made upon the basis of control 
reports. Consequently these controls must be kept under continuous review 
and appraisal. 


Let’s examine these controls from the point of view of where they are 
in an organization, what flows from them and how they become tools of 
management. 


The basic control is a sound organization structure which embraces a 
definite statement of policies, a definition of objectives, a proper grouping 
of operations into logical working units and the development of an admin- 
istrative organization with lines of authority clearly defined. A major con- 
trol problem is the maintenance of the organization structure as established 


*Delivered at a meeting of the New England Chapter of Tue Institutet 
Avupitors in Boston, Mass 


w INTERNAI 


45 








46 The Internal Auditor 


by management, with changes in functions or authority made only by man- 
agement approval. 


A well organized company is characterized by effective interrtal controls 
and an effective cost system which extends through all operations of the 
company in the form of responsibility—accounting and budgetary control 
standards. The budgetary control is preceded by extensive planning and 
forecasting which must be supported by operating results as reflected in 
the responsibility accounting. 


Internal controls take many forms and are adapted to the needs of the 
company and the requirements of the executive office. In any event, these 
internal controls usually embrace the elements of company objectives ; plans, 
policies and procedures ; techniques, standards and performance measure- 
ment; appraisal or evaluation of results. 


Management needs condensed, summarized and comparative reports 
with interpretations and evaluations. It wants to be informed primarily of 
activities which are out of line; to know the variances from standards or 
averages. Management expects to devote its administrative time to the 
difficult cases and situations, delegating the routine problems to subordinate 
executives. It frequently happens that accountants become fascinated with 
the voluminous and involved data which they compile and release. There 
is often more of it than is needed, and it is presented as though the execu- 
tives are as familiar with statistics as accountants. Most executives are 
not so qualified and, if they are, cannot afford the time to analyze and 
absorb a mass of figures. 


Aside from these accounting reports, there are operating reports of 
various types which require evaluation in relation to company plans and 
policies. There is, for example, the coordination of sales and manufactur- 
ing and, behind all of this, are the individual plants, divisions or depart- 
ments with the need for periodic survey and appraisal of their operations 
and facilities. 


All of the foregoing suggests the advantage of attaching a control unit 
as a staff function to the executive office. This control unit as an internal 
audit group would handle much routine, but would also serve in the areas 


Division of the American Machine & Foundry Company, Boston, Mass. He previously 
was staff assistant to the Executive Vice-President of the American Machine & 
Foundry Company, where his duties included operation analysis and organization plan 
ning on a company-wide basis. 


Vr. Southard is a former Administrative Contracting Officer of the U. S. Air Force 


with prior management experience in industry. He has a wide background in general 
management and the use of internal controls as a tool of management. 
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of organization planning and control, operation planning and reports con- 
trol. Part of its function would be to make plant, division or department 
surveys and provide reports to management. Most major corporations now 
have this function, but largely as a responsibility of the controller’s office. 
Consequently, the emphasis is on accounting. The growing trend is away 
from this specialized approach and into management audit. 


The management audit picks up where the balance sheet leaves off. Its 
principal objective is not to know where we have been, but where we are 
going. This involves an examination of the organization structure and of 
the operations of divisions, departments and subsidiaries. This type of 
audit appraises the efficiency and effectiveness of the organization and its 
units and recommends what should be done to raise the level of any sub- 
standard operations. 


Companies without a staff internal control unit frequently employ public 
accountants to perform internal auditing, but then employ management 
consultants to make management audits. This has some advantages but 
it makes no provision for the day-to-day requirements of continuous review 
and evaluation of statistical and operating data so vital to management for 
making its business decisions. 


It is suggested that a staff group of this type be titled, the plans and 
operations unit and forego the use of internal audit in order to dis-associate 
it from the conventional acceptance as primarily an accounting function. 


Many of the duties and responsibilities to be assigned to such a staff 
group are usually scattered through various executive and staff offices. 
Thus, in creating this type of staff unit, it becomes essential to define its 
purpose and then centralize the associated functions. 


The primary duties of this plans-and-operations unit will be to keep 
management informed currently and constantly that : 


1. Management plans, policies and procedures are being carried out 
in all elements of the company. 


2. Such plans, policies and procedures are effective and efficient. 


3. The organization structure is adequate and there is efficient and 
proper utilization of facilities, manpower, materials and funds. 


These broad scope objectives do not contemplate invasion of the con- 
trollers internal auditing program. The relationship would be one of 
cooperative activity by each group. The controller’s office, using specialists 
in accounting, the plans and operations unit composed of individuals whose 
technical experience embraces the management viewpoint. 
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To point up the conception of this field of internal auditing, permit me 
to outline the duties and responsibilities which can be assigned to the sug- 
gested staff unit as shown on the functional chart shown on page 49: 


a. Survey and observe the general structure of the organization as it 
operates; report and make recommendations of any beneficial 
changes. 

b. Review the structure of the organization after any organization 
changes have been adopted, to insure that the changes are being 
followed and that they are effective. 

c. Study and develop effective methods of presenting organizational 
problems which are adequate for consideration by top management. 

d. Appraise and evaluate operating results and prepare reports for 
executive management. 

e. Interpret and evaluate operating statistics and reports for executive 
management, with recommendations for actions to be taken. 

f. Conduct research on general business conditions in relation to com 


pany activities and prepare reports for the executive office. 
g. Design, prepare and publish internal company forms 


h. Prepare and distribute standard practice instructions, operating 
procedures and manuals. 


i. Distribute information, directives and plans for internal use 

j. Prepare forecasts, and data on operating results which reflect cur- 
rent activity and provide data for appraisal of company progress. 

k. Render and obtain staff interpretation on any subject matter as 
needed. Render advice and assistance to any company unit through 
coordination of executive staff. 

1. Perform field surveys of company’s units for appraisal and evalua 
tion of operations. 

m. Maintain liaison with the controller’s office on budget preparation 


and internal auditing for the coordination of operational evaluation, 


planning and forecasting. 


By attaching interpretive reports to dry collections of data; including 
recommendations after review of an operation; suggesting changes in pro- 
cedures and in many other ways, which will occur to you, try to educate 
management in the possibilities which reside in an internal auditor to pro- 


vide vital management tools. 
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THE AUDIT REPORT" 


By J. O. DAVIES 


Chief Internal Auditor, National Coal Board 


The result of a good audit report is effective action. The author offers 
valuable advice on the preparation and presentation of reports to achieve 
this very end. This article provides a most useful check-list for the auditor 
who prepares or reviews reports. 








INTRODUCTION 


HE subject most frequently discussed by internal auditors is probably 

the report. It is a subject to which constant and unremitting attention 
must be given. Recently, a reviewer of books in the accounting/auditing field 
has described the report as 


‘the ever-important and logical conclusion to all audit work.’ 
It has been also described as 

‘the visible end-product of an internal audit service’ 
and 


‘the culmination of all survey work and the major criterion of how well 
the job has been done.’ 


I am making no references to such matters as ambiguity, monotony, 
incorrect English, incorrect spelling, lack of simplicity, excessively long 
sentences, use of technical jarjon, bad punctuation, the use of abstract 
words instead of concrete ones. All these things are important and are 
well known. Rather have I concentrated on what might be called those 
psychological aspects of report writing which affect its presentation and 
materially affect the impact it will make on those who read it. All business 
writing to be effective must inform, persuade, impress or awaken the reader. 


A well-known American columnist once wrote: 


‘Accountants are the wisest of men. Once working as a newspaper 
reporter, I covered one of their conferences and in four days I didn’t 
hear a single foolish word. What they said was sober, sound and indu- 
bitable—but it was also flat as dish-water.’ 


*Delivered at a meeting of the London Chapter of Tue Institute or INTERNAL AUDI- 
Tors in London, England. And printed in The Accountant, December 1955, p. 622 
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INTRODUCTORY SECTION OF THE REPORT 

The main purpose of the introductory section of a report is to describe 
the subject of the investigation more precisely than is possible in the title. 
It should commence with the terms of reference and, if appropriate, a short 
account of the necessity of expanding these terms during the course of the 
investigation or the desirability of concentrating the investigating on major 
issues. But this section of the report must not degenerate into a lengthy 
recital of the audit checks imposed. The reader of the report is entitled to 
assume that the auditor has a program and has carried it out. Neither should 
the report be regarded as a vehicle for the protection of the internal auditor 
by a recital of qualifications necessitated by the limitations of the audit. 


PLANNING THE AUDIT REPORT 


It is fatal not to give thought to the audit report until the audit is con- 
cluded, when a lot of the interest may have gone from the job. By that 
time the material has been assembled but the report has probably still to be 
fabricated. As time goes on, the precision and sharpness of the auditor’s 
viewpoint is likely to become dulled or blunted. At this stage he may well 
have started to think about his next assignment. It may well be that a 
dead-line has been set for the conclusion of the writing of the report. There 
is nothing worse than whien an auditor gathers around him his working 
papers and his notes and wonders where he can begin to write. Under such 
conditions it is difficult to bring to bear the techniques required, the choice 
of appropriate headings and the selection of the right phrase. 

To avoid this position, it is therefore suggested that at the commence- 
ment of an assignment, subject folders should be opened and working papers 
and notes placed in them. As soon as one aspect of the audit has been con- 
cluded the related section of the report should be written. The impression 


in the auditor’s mind will then have been caught in its freshness. 


But a report written by sections at different times is not of itself a good 
report. On the first review of the draft report, continuity has to be sought. 
Some of the material will have to be shed; other material will need to be 
rewritten so as to support the intention of the report, and all the time, 
possible replies to statements made in the report must be anticipated and 
forestalled. 


ORDER IN THE REPORT 


Too much importance cannot be attached to the arrangement of the 
report. This will be determined generally by the subject-matter or the effect 
that is desired to be produced on the reader. Sometimes careful thought 
is required before the best order is achieved ; in other cases the order seems 
to be inherent in the subject-matter. Consideration has generally to be given 
to the following schemes of order before a selection can be made. 
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(a) Known to Unknown 

This places the reader at ease because he first reads about things 
that are familiar to him. Having gained his confidence, he is then gently 
led to less familiar things in such a way that when he reaches the end 
of the report he is prepared to accept the recommendations and con- 
clusions. This approach might well be adopted when a manual account- 
ing system is being surveyed with the object of recommending mechan- 
ization. 


(b) Time Order 

When a series of events have to be presented, the time order is a 
natural selection. This is used when describing a procedure or the flow 
of work. 


(c) Deductive Order 

This term is applied to the report in which a general statement is 
made at the beginning of a section and is followed by details and illus- 
trations. It might well be adopted in a report on a stores system where 
it would be appropriate to state the general requirements of an adequate 
system and then to apply one by one the features of the system under 
review to the general requirements, at the same time commenting on 
the defects that are revealed. 


(d) /nductive Order 

This term is applied to the report in which the salient features are 
described at the beginning of a section and then the effects of such 
features are described. This order of presentation might well be applied 
where there is in existence a well established and apparently adequate 
payroll system and where it is desired to bring out the weaknesses exist- 
ing in it. 


CHOOSING THE DATA 


Even for a short report, a mass of material is usually collected and 
this has to be sifted before the report is finalized. In this mass of material 
will usually be found duplications which sometimes give strong support to 
conclusions drawn, preliminary observations which, as the audit progresses, 
have been replaced by final observations better grounded on fact, notes on 
curious situations which have no relevance to the assignment, notes on ex- 
pressions of opinion for which confirmation has not been found. 


J. O. DAVIES is Chief Internal Auditor of the National Coal Board, London, 
England. Prior to his joining the National Coal Board in 1947, he was for six years 
a Works Accountant with Imperial Chemical Industries Limited. 


Mr. Davies, a Chartered Accountant (English and Welsh Institute) ts a mem- 
ber of the London Chapter of Tue Institute and also, a member of the Institute of 
Cost and Works Accountants (UR). 
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In addition to these written notes, the internal auditor will have his recol- 
lections of discussions that have taken place. 


THE USE OF PARAGRAPHS 


*aragraphs have been likened to the bricks with which the report is 
built. 


A report can be read with much more comprehension if each paragraph 
contains one basic idea and if the reader can feel the progress he is making 
as paragraph succeeds paragraph. 


Some writers make use of a topic sentence which forms the opening 
sentence of each paragraph and in which is stated the central theme of 
that paragraph. The remaining sentences in the paragraph in such a case 
expand, elaborate or qualify (if necessary) the central theme. An advantage 
of this procedure is that a reader who is familiar with the thought contained 


in the topic sentence need not read the remainder of the paragraph. 
HEADINGS 


Only a few words can be used in a heading but they should be selected 
to be as informative as possible and to catch the attention of the reader. 
If the report is written on a storehouse, say at Birmingham and is headed, 

sirmingham storehouse’—no interest is assured. If it is headed ‘Increase 
in losses at Birmingham storehouse’ it arouses concern; if it is headed 
‘Reduced losses at Birmingham storehouse’ it arouses pleasure; if it is 


headed ‘Strange situation at Birmingham storehouse’ it arouses curiosity. 


Sub-headings recapture the flagging interest of the reader. The desir- 
ability of using short sentences as headings should sometimes be considered, 
for example, “There is inadequate supervision,’ ‘The rotation of duties is 
not effective.’ A careful choosing of headings allows a knowledgeable reader 
to grasp quickly the import of the report through a quick glance at the 
headings. 


THE USE OF LINK WORDS 

The easy flow from one sentence to the next and from one paragraph 
to another can be maintained and improved by the skilful use of link words 
and phrases so that transition from thought to thought can be achieved with 
rhythm. 

Some of the more effective ones are: 

Equally so; on the other hand; to this end; hence; in this way; in 

particular ; for this purpose; in spite of; with this in view; on the con- 

trary ; accordingly. 


An effort must be made, however, to avoid the monotonous repetition 
of the same or similar link words. 








uw 
+ 


The Internal Auditor 


RECOMMENDATIONS 


The section on recommendations requires great care in compilation 
since in this part of the report the internal auditor is nearer to taking 
executive responsibility than at any other stage of his work. 


Recommendations should be closely linked with criticisms made in 
earlier paragraphs of the report and the appropriate paragraph number 
should be quoted. 


Special attention should be given to framing recommendations from 
the viewpoint of clarity, accuracy, practicability and appropriateness. 


Recommendations can appear either at the end of the report or immedi- 
ately after each section of the report with a summary which can be positioned 
at will. 


CLOSING SECTION OF THE REPORT 


The closing section of the report is the most difficult to write. On the 
one hand, it should be remembered that the reader should have been pre- 
pared in the earlier sections of the report for what is to be said in the 
closing section. On the other hand, the closing section must capture and 
hold the interest of the reader ; it should be the section that he will remem- 
ber the longest. In this section, the internal auditor is allowed to apply 
special emphasis to any general conclusion he wishes to draw. He may, 
in fact, write from a special viewpoint ; indeed, his terms of reference may 
indicate the viewpoint he is to adopt. 


In this section, commendatory remarks can be made in appropriate 
cases in order to avoid the feeling that only the irregular items are being 
reported on whilst the large volume of accurate work is being passed over 
without realization of its significance. 


EDITING THE REPORT 

Some large internal audit branches employ staff who have developed 
special skill in report writing for preparing reports from the working papers 
and notes made by the men who have undertaken the assignments. Whilst 
it may produce a higher average standard of report writing, it stultifies 
the individuality of the report and gives no opportunity for the techniques 
of report writing to be developed by investigators. 

But great advantages accrue from the editing of reports. 

The editor stands midway between the report writer and the reader 
and herein lies his value. His training is such that he is in tune with the 
report writer’s approach to the assignment but he views the report with 
cold detachment. It is not the job of the editor to change the report into the 
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exact form in which he would have written it. The individuality of expres- 
sion of the writer should remain. Ungrammatical expressions will need 
correction ; circumstances that require further explanation will need elabora- 
tion; rearrangements may be necessary from the viewpoint of clarity. 


FINAL REVIEW 


On the final review of the report before issue, it is helpful to hold in 
one’s mind a list of questions to apply to the report. Five of these questions 
might be on the following lines: 

Is it quite certain that every figure and every conclusion can be 
supported? [One inconsistency can undermine completely the effect of 
the report. ] 

Will the reader’s attention be held throughout the report by the 
logical flow of the thought? 


Has a new aspect been brought into the closing section which neces- 
sitates some expansion of the body of the report and a brief reference 
to it in the opening section ? 

Is there a tendency in the report to avoid the discussion of realities 
by an emphasis on accounting terms and symbols? 

Have any situatioris been described in the report so carefully and 
with such regard to nicety that the average reader, who may not appre- 
ciate fine degrees of significance, may be misled? 


DISCUSSION OF REPORTS BEFORE ISSUE 


Much has been written on whether reports should be discussed with 
the head of a department under audit before they are issued. There are 
undoubtedly many advantages to be gained by discussion of which the fol- 
lowing come to mind: 


1. Some matters may require prompt action. It is then the duty of the 
internal auditor to disclose what he has found. 


2. If a recommendation is accepted and put into operation the report 


can record the fact and the matter is closed. 

3. Discussion may lead to the unfolding of further information which 
might need to be considered from the viewpoint of amending a 
recommendation before the report is issued. 

4. It is good psychology and removes the fear that the internal audi- 
tor is operating against the staff of the department under review. 

There are also some disadvantages : 

1. Some auditors are apt to yield ground under pressure and the fresh- 
ness of the report is sometimes destroyed by the substitution of weak 
phrases for dynamic ones. 
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2. There is a danger that during discussions the internal auditor will 
assume executive authority by issuing orders. 


PRESENTATION 
Written Reports 


The completed report should, of course, be well typed on good quality 
paper and be placed in a folder designed to enhance its professional appear- 
ance. If it is a long report it should be sectionalized by making use of divid- 
ing sheets and tabs. Too often is the sales appeal of an attractively prepared 
audit report neglected by internal audit departments. 


Oral Reports 


Most internal auditors have experienced the situation where in an 
emergency they have been called into discussion by higher management to 
provide information and give views on a situation that has suddenly arisen. 
The written and spoken presentation have much in common. The skilled 
report writer when called upon to make an oral report will draw on the 
techniques he has developed in his report writing. He will demonstrate 
the recognition of the extent of his remit in his opening sentences, he will 
automatically arrange his data in logical order, will deal with one aspect 


of the subject at a time and he will at all times endeavor to sustain interest. 


In fact, using the techniques of report writing, he will at an oral presen- 
tation create a more vivid impression than his written reports can ever con- 
vey. But it is essential that the time that is to be devoted to the oral report 
should be budgeted carefully. This budgeting is analogous to the editing of 
the draft written report and is equally important. 


CONCLUSION 
A writer who remains anonymous has said: 


“Wisdom is knowing what to do; skill is knowing how to do it; 
but virtue lies in persuading the other man to do it.’ 


Internal audit reports should, therefore, carry conviction. The test of 
the effectiveness of reports is whether a complicated follow-up procedure is 
necessary or not. The function of internal audit requires inquiry whether 
effective action has been taken on recommendations. A communication to 
this point not forthcoming within a reasonable time may mean that there 
is a difference of opinion or may indicate the need for an interpretation 


Nothing more displays the internal auditor’s capabilities and character- 
istics than his report. If he is reliable, constructive and efficient, his reports 
reveal it; if he is small-minded, petty or vindictive, he can’t hide it. 








A CHILD’S GUIDE TO 
INTERNAL AUDITING 


ANONYMOUS 


ANY centuries ago, Tommy, Man was granted a wonderful inspira- 

tion. It was numbers. We use numbers every day now and they have 

become so commonplace that we don’t realize how tremendous that original 

discovery was. It was far more important to our civilization than the inven- 

tion of the steam engine, the automobile, the radio or the atomic bomb. In 

fact, these inventions could probably never have taken place unless Man 
had first used numbers. 


During your early days at school you learned that one and one made 
two. You’ve known that almost ever since you can remember, just as you’ve 
always known there was a television set in the house. But the first time 
that numbers were discovered—or rather put to use—was the time that 
Man made one of his greatest advances in the knowledge of things, in his 
ability to control natural forces and make them work for him, in his ability 
to start trading, in his ability to create foundations of our modern world. 


Why are numbers so ithportant? Well, it’s probably because they pro- 
vide a measure. And we live by measures. When Mother cooks, she meas- 
ures, by using numbers, how much goes into the cake. If she puts in too 
much or not enough, we couldn’t eat it. And when you have your cough 
medicine, we measure it for you—two teaspoons. If you had sixteen tea- 
spoons full you’d become very ill. And when Daddy brings home his pay 
check every month that’s a measure of what his boss thinks his work is 
worth . . . unfortunately. 


Well, when he found that numbers could help him in his daily life, Man 
made them his servant. And they were a very wonderful servant. But lots 
of things have happened since those early days. Wicked men came along 
and found that they could twist these numbers around, and so could use 
them to cheat and rob with. And other men came along, who were either 
stupid or else just hadn't learned too much about how to use numbers as 
servants, and they got the numbers all twisted up, too—but for different 
reasons. So the men who really knew about numbers had to put them to 
work in other ways to protect them against the wicked men and the stupid 
men. And these special ways they used for protection they called controls. 


Then, as our civilization developed, groups of people found it was 
necessary to form governments so as to lead a more orderly life. The 
governments had to use numbers, too,—lots of them. They needed them 
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because it was expensive to run a government and they had to raise taxes, 
which need numbers. And, so as to serve the people who had formed them, 
they had to make reports and take action—and that needs lots of numbers. 


And life started to get much more complicated. Take houses, for ex- 
ample. Man used to build his own house. But nowadays he needs a realtor, 
an architect, a constructor, an electrical engineer, a landscape architect, a 
plumber, and many other people, not to mention a mortgage banker. So 
numbers start to fly around in all directions. 


Now, in business, numbers are very, very important. They’re our most 
valuable servants ; they can tell us what to do, how we did it, what it costs, 
how many people and machines we have, and so forth. And business has 
grown so big and complex that we could never run it successfully unless 
we had all these numbers working for us, telling us how many gadgets we 
have in Los Angeles and what it will cost to send them to Toronto, and 
how many we can expect to sell in Toronto, and so on. 


Now, as you can imagine, many things start to happen as we grow more 
» a] » 5S 5 
complicated. 


First of all, the bigger we act, the more knowledge we need to run things 
properly. If we don’t have this knowledge, we start to make mistakes, and 
these can be very costly. 


Next, in every large group of people we'll find some who are dishonest 
and some who are stupid, so we have to work those controls to guard against 
their dishonesty or their mistakes, as the case may be. 


And then the governments (and there are many of them) want to know 
all about our businesses and want us to pay taxes, and we have to tell these 
governments about a number of things that are of little importance to us 
in running our businesses. 


Well, of course, all these things make us need more numbers. And 
before we know where we are, we’re just overcome by them. They’re like 
ants. They run all round us; they get in our hair; they crawl out of our 
ears. We come to a terrible realization. These numbers that Man invented 
to be his servant are in danger of becoming his master. We do all sorts of 
things to try to overcome them. We invent machines and churn the numbers 
through the machines. We put in more controls and we change the controls 
we already have. We make reports. We engage specialists to come in and 
help us. We have a hard time to fight to make them our servants again. 

4 » * 

The reason I’m telling you all this, Tommy, is because you’ve asked 

me why I’m an “internal auditor” and what do I do. All this talk about 


numbers that I’ve just been giving you is to explain what it’s about. 
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An internal auditor has to spend most of his time with them. Remember, 
we said the reason for numbers was so that we could measure things. Well, 
as an internal auditor, one has to look at two things, First at the numbers 
to see that they’re being used properly. And also at the things they’re sup- 
posed to measure, so as to see that they really are a measure. 


Then there’s another way of looking at it. I told you a few moments ago 
that we needed numbers in business for some important reasons: 


to see that the people who are running the business have all the knowl- 
edge they need to run it well. 


to protect against dishonesty and mistakes. 


to get information to all the governments. 


Well, it’s Daddy’s job to help the business to see that these things are 
being done. I suppose the first one is really the most important. We call it 
“constructive service.” It’s a search for truth. We seek all the time to 
make sure that what is important and what is true is being told to the people 
who are running the business. If they know all these things—at the right 
time and in the right way—they can run the business better. And if they 
do that, Daddy might get a bigger dividend check to help to put you through 
college. 


Another thing we do is called “protective service.” It’s like putting a 
roof on the house to stop the rain from coming in. Well, Daddy, doesn’t 
have to put the roof on, so to speak, but he does have to see that there is a 
roof and that it’s a good one. All these controls we talked about to protect 
us against dishonesty and mistakes are most important, so Daddy has to 
see that they’re there and they’re working properly. If they weren’t then 
the business could lose all its money, and I'd lose my job and you might not 


get any ice cream on your pie. 


And then we have to see that the governments get their reports, because, 


if they didn’t, we'd have to pay fines or perhaps even go to prison. 


Well, in a nutshell, that’s what internal auditing is. But really, deep 
down, it’s this. We have to get at these numbers; we have to see that they 
become our servants and not our masters; we have to see that they’re used 


properly, that they tell us what is true, guide us as to what to do and pro 


tect us from things that can go wrong. Sure, the numbers often get away 
from us, so we have to get them back into line again. And as long as civiliza- 
tion advances and business advances, these numbers will always be with 
us, always ready to take control of us. And when we master them and make 


them work for us instead, we know we've done a good job. 
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INTERNAL AUDITING—A CAREER 


N this age of specialization, the problem of choosing a business career 

is becoming increasingly difficult. Years ago a doctor was a doctor to 
all illnesses, an engineer dealt with all engineering problems. Today we 
have eye, foot, heart, etc., doctors; electrical, mechanical, industrial, etc., 
engineers. The accounting profession has been no less affected. Now we 
have cost accountants, tax accountants, auditors, etc. 


Today’s student faces a real problem in trying to prepare himself for a 
business future. He must generally reach a decision several years in advance 
of graduation with respect to the line of endeavor he proposes to choose. 
Such decisions are often difficult to reach, frequently are made without 
proper counsel and appraisal of business prospects. 


Lacking adequate direction, the college graduate may lose valuable time 
and experience if, after graduation, he follows a trial and error method in 
searching for suitable employment before making a final selection. Such a 
program can be costly both to the individual and to the employer. However, 
the accounting graduate may well avoid these pitfalls by giving due con- 
sideration to the potential of the auditing profession before determining 
where his business looks most promising. 


The auditing profession has long been utilized advantageously by busi- 
ness as a source of manpower. Although originally a field dominated pri- 
marily by public accountants, recent years have seen the growth of internal 
auditing to that of professional stature—further evidence of the age of spe- 
cialization. Nowhere in a business organization is the accounting graduate 
offered an equal opportunity to investigate and appraise all facets of an 
enterprise such as exists in an internal auditing department. Here he serves 
in the capacity of “eyes and ears” of management. He has the opportunity 
to cultivate a broad management outlook by reason of first-hand exposure 
to the many diverse functions of a business. His work takes him into con- 
tact with all levels of operating personnel and teaches him how to deal suc- 


cessfully with people—a most important adjunct to any business career. 
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Many companies view the internal auditing activity as a training ground 
for personnel to fill key positions in the finance field, as well as in other 
operating areas. An internship in internal auditing for a period of two to 
three years gives management time to evaluate capabilities and make selec- 
tions on the basis of proven performance. During this period the individual 
gains experience that would not have been otherwise possible and which, 
of course, has a real monetary value. 


And speaking of financial rewards, it is important to point out that the 
remuneration for internal auditing will probably be as great as that offered at 
first in any operating position. Furthermore, the knowledge and experience 
acquired in internal auditing work provides a springboard which can and 
should lead to even better financial recognition. In summary—here is an 
opportunity worthy of serious investigation by every business administra- 
tion student. 


THE MANAGEMENT VIEWPOINT 
OF INTERNAL AUDITING STATUS IN 
THE COMPANY ORGANIZATION 


By FRANK B. NICHOLSON 
Comptroller, Metropolitan Sand & Gravel Corporation 


This article offers recommended status of the Internal Audit Depart- 
ment in a company organization from the viewpoint of good management 
for most effective results. It describes method of reporting, what manage- 
ment should provide to and expect from the Auditing Department. 


E now face the problem as to what top management expects from the 

Internal Auditing Department. This can best be answered if we ex 
amine the directive which the president of an organization should issue at the 
time of the founding of the Internal Auditing Department or at a subsequent 
date. Many organizations are aware that THe INSTITUTE OF INTERNAL 
AvupiTors issued a statement known as the “responsibilities of the internal 
auditor” on July 15, 1947 which embodies the duties and scope of the audi- 
tor’s field of endeavor. 


Based on that statement, the Board of Directors should issue a directive 
through the president which would point out the major objectives and 
methods of accomplishment as indicated in the following: 
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1. To protect the interests of the organization, including the disclosure 
of existing deficiencies and to provide a basis for appropriate cor- 
rective action. 


I) 


2. To make recommendations for the improvement of various phases 
of the operations. 


Attainment of these objectives is to be accomplished by the following: 


1. Ascertaining the degree of reliability of accounting and statistical 
data and the extent to which company assets are protected and ac- 
counted for, as well as determining the extent of compliance with 
established policies, plans and procedures. 


th 


To review and appraise existing policies, plans and procedures in 


the light of examinations made for adequacy and effectiveness. 


If the Board of Directors and the President are unwilling to give this 
proper authority to the Internal Auditing Department to enable it to func- 
tion effectively, they will never derive the full benefits possible from a good, 
sound, internal auditing program. As members of the Board of Directors, 
we must then make the decision as to whom this new department or old 
department should report. For many years this problem seriously concerned 
those of us associated with internal auditing. However, the evolution of 
time seems to indicate most clearly that three real possibilities exist. Three 
because, generally speaking, but three men in an organization large enough 
to support internal auditing are really equipped to be fully conversant with 
the many financial and accounting problems which the auditor will disclose. 
To make the most effective use of the Internal Auditing Department, the 
Vice-President in charge of Finance, the Comptroller, or the Treasurer 
should be the officer to whom the auditor should report. Of course, titles 
themselves do not always indicate the responsibility of such officers. Let 
us further clarify this point by stating that this officer should be the one 
who is the highest rated accounting officer in the organization and who is a 
member of the Board of Directors. By reporting to this officer, a direct 
line of communication to the Board of Directors will be established by the 


Internal Auditor. 


FRANK B. NICHOLSON receiwed his higher education in the School of Busi 
ness Administration of Fordham University. In 1942 he was made Assistant Chief 
juditor of Schenley Distillers Corporation advancing to Chief Auditor in the fol 
lowing year. In 1947 he was advanced to the position of Assistant Treasurer of Blatz 
Brewing Company, a Schenley subsidiary 


Mr. Nicholson is a member of Tue Institute or INTERNAL Avpitors, has been 
a Governor and Vice-President of the Milwaukee Chapter, a past President of the 
New York Chapter and is at present on the Board of Gove rs of the New York 
Chapter. 
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What management expects and what management receives depends 
greatly upon the budget of the organization, as well as the personnel in- 
volved. Management expects the auditor to visit manufacturing plants, sales 
offices and executive offices located in various parts of the country. Certainly 
he must have a good knowledge of accounting. His educational background 
should be above average. He must have the ability to sell the program 
through a diplomatic approach to the mind of the eventual consumer. This 
does not mean that top management will not support him in a crisis, but 
rather that showdowns should be avoided in the best interests of the com- 
pany. He must be able to interpret the working papers and notes of his 
subordinates and produce for management audit reports that are accurate, 
brief, clear and objective. Management expects that the auditor will have 
the ability to convey to them the information he possesses. Management 
expects that this man should have reasonably impressive appearance and 
be able to express his thoughts verbally at group meetings. Above all, we 
expect that he have a practical common sense approach to all problems and 
never to forget for a moment that we are in business to make a profit. We 
may develop the best system of internal control in industry, but the cost may 
be so great as to put us behind the eight ball. 


Management expects the Internal Auditing Department to be a staff 
function rather than an operating group concerned with the day to day 
paper work necessary to make our corporate wheels turn. The auditor does 
not in any way take the place of the regular line organization nor does he 
have direct authority over employees in other departments. Management 
expects that the auditor will solve the majority of the problems encountered, 
at the lowest possible level. We expect that the persons he contacts will 


have the feeling of a friendly helping hand visiting them periodically. 


They should feel that in him they can confide and that through him they 
will diplomatically receive sound counsel and advice. Management does not 
wish to lose a single employee due to a report which holds someone up to 
ridicule in order to build up a case. Discuss the facts at the location. Obtain 
agreement, which can be accomplished 99 times out of 100 and then write 
the report. 


Management expects the auditor to be independent to be effective. This 
should not be confused with arrogance. So many men make this fatal mis- 
take. We expect the auditor from time to time to take issue with manage- 
ment at all levels even at times with the policies of the directors. But we also 
expect that such differences of opinion be approached not only with candor, 
but also with the dignity becoming a gentleman who may some day be called 
upon to be management. Along that line of thought I cannot imagine a 


department in an organization where the opportunity is as bright as the 
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Internal Auditing Department for the man who really qualifies. Where else 
can management find men who have visited extensively every location and 
department ? I have vivid recollections of being called on by top management 
in former associations to describe in detail the plant, the office, the people 
in places where they had never been. Over a period of time you build up 
a fund of knowledge of people, of places, of systems and of operations that 
are indispensable requisites for business success in our field. 


Management expects to call upon the Internal Auditing Department 
regularly as a source of trained personnel for line positions in the company 
in keeping with proven ability. The chief auditor who is requested fre- 
quently to recommend his men for operating positions knows he is doing 
a good job. Management expects that the auditor will prepare audit schedules 
well in advance and estimate-the number of man hours needed to complete 
the schedule, as well as the cost of each examination. The audit topics 
should be fully reviewed with the officer to whom the auditor reports and 
aiso with the public accountants. This cooperative effort will avoid dupli 
cation and produce savings for the company. In addition, the background 
and experience of the senior officer and the public accountant will be of 
great help to the auditor. We also expect the public accountant to review 
the audit reports periodically and occasionally examine the underlying 
working papers. This we expect for two main reasons: 

1. Where interna! auditing exists on a good plane the public account- 
ant can rely to a great extent on this coverage and frequently is 
able to reduce his time which is more expensive. 

2. Management has the benefit of an external objective review. 

Management should provide opportunities for the auditor to attend 
a certain number of regional meetings held usually for the benefit of operat- 
ing and sales personnel only and frequently include the auditor on the pro- 
gram. In this manner the blessing of management will be more evident and 
will often tip the scale in his favor. When management runs for cover 
when the out of town boys put the auditor on the pan they are wasting an 
asset as valuable as any they possess and quite frankly where that exists in- 
ternal auditing should not be practiced. Management must expect to go all 


out for good auditing or their right arm will wither and become useless. 


\ few years ago, the Principles and Practices Committee of Tue INst1- 
TUTE OF INTERNAL AUDITORS issued a report based on our survey of “Inter- 
nal Auditing Practices in Industry.” This report and its interpretations 
should be required reading for all persons connected in any way with 
internal auditing. Two hundred seventy-four companies with 3,579,300 


employees (among them 3,507 Internal Auditors) participated in this sur- 
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vey. Up to the time of this report many of the actual practices were only 
known to a few, yet after the survey it was satisfying to find so many 
organizations completely in accord on so many points. In my opinion, the 
iss*sance of the “Responsibilities Statement,” by Tue INstiTuTe under the 
excellent leadership of Victor Brink as Chairman of the Research Com 
mittee, did more to point the way to the Internal Auditor and Management 
than all the other books and papers that have been written. 


Let us now sum up as briefly as possible what management expects to 
give to and get from internal auditing : 


It Gives—1. Adequate personnel, 2. Good listening and support. 3. Op- 
| ] g PI I 


portunity to progress. 


It Gets—1. Verification of records. 2. Review of policies, plans and pro- 
cedures. 3. Source of executive personnel. 


AUDITING THE PURCHASING 
FUNCTION 


By C. J. BAILEY 


Supervising Auditor Internal Audit Division, Western District Office 


Kennecott Copper Corporation 


In a brief and to the point article, the author attempts to stress the 
importance of auditing the Purchasing Department by comparing tts wn- 
portant function with that of other company operations which are thorough 
ly reviewed periodically. Enough information is provided to use as a guide 
for preparation of an audit program. Specific applications, depending on 


conditions and purpose of examination being recognized. 


HE most recent survey of internal audit coverage indicates that a sur- 
prising number of Purchasing Departments escape the discerning eye 
of the Internal Auditor. 


Judging from articles that are written, both the internal and inde- 
pendent auditors give cash a thorough review. And rightly so because of 
the convenience in negotiating this commodity. Our respective companies 
require that the banks with whom we do business process our checks only 
if the signatures thereon are the authorized signatures of company personnel 
as evidenced by signature files on hand at the.bank. In the event of a forgery 


or payment to a wrong party, liability in almost any instance would rest 
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with the bank or some other third party that might have endorsed the 
check. 


Nevertheless, we require that blank checks be serially numbered and a 
cash audit review usually includes accounting for all blank checks currently 
on hand as well as issued during the period under review. 


What review do we make of blank purchase order forms? Our numer- 
ous suppliers accept our orders without knowledge of whether or not the 
signature appearing on the order is genuine or authorized. A purchase order 
may specify delivery to a particular location or it may be a confirming 
order. Such hazards would indicate that an accounting should be made of 
blank purchase order forms. 


Contrasting our cash and purchasing audit activities further we all 
review cash expenditure data closely to determine that all established cash 
control procedures have been followed. Most of these expenditures, how- 
ever, are merely liquidating liabilities incurred by the Purchasing Depart- 
ment. 


It is true that receiving reports will indicate that the material or serv 
ices for which we have been billed have actually been received. Discrepancies 
as to quantity and quality will be supported by claim papers and other data. 
But does the Internal Auditor’s obligation to his company end there? 
To answer this, raises other questions. Hence, it would seem advisable to 
make such appraisals of the purchasing function as: 

1. Have purchasing policies received executive approval ? 

2. Have standard routines been established and are they operating in 

a manner conducive to prompt, efficient and economical buying ? 

3. Do purchase requisitions carry authorized approval? 

4. Have competitive bids been obtained where practicable? 

5. Is forward buying within the limits of “company policy”? 

6. Is buying actually centralized in the Purchasing Department? (Or 
does it function in name only?) 





C. J. BAILEY was born in Eyebrow, Saskatchewan, Canada. Became lettered to 
the firm, Stiff Bros. & Sime, Chartered Accountants, in Toronto, Canada in 1939 and 
took the prescribed course for students-in-accounts from the Extension Department, 
Queens University, Kingston, Ontario. He was admitted to membership in the Institute 
of Chartered Accountants of Ontario in 1948. And held the position of Internal Auditor 
and other accounting positions with the Tropical Oil Co. in Colombia, South America, 
1947 through 1949 


Mr. Bailey has been with Kennecott Copper Corporation since 1950, and has held 
fi 
the position of Supervising Auditor, Western District Office of the Internal Audit 
Division since 1952. He is a past President of the Sait Lake Chapter of Tur Institut 
OF INTERNAL AvbiToRS and is a member of the Salt Lake Chapter of the National 
Association of Cost Accountants. 
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7. What efforts are made by the Purchasing Agent to keep abreast 
of today’s rapidly changing markets, materials and substitutes? 


{ 


In a review of the Purchasing Department, the auditor will first deter- 
mine the organization structure and the responsibilities and attendant 
authorities within the procurement function that have been assigned the 
Purchasing Department. (When I use the word responsibility, it will be 
inferred that the requisite authority is also intended. ) 


It is necessary to determine these responsibilities to sce that proper seg 
regation of duties provides adequate internal control. For example, modern 
business practices require that originating the purchase requisition, receiv- 
ing the material and paying the vendor should be segregated from the put 
chasing function. However, the size of the operation and relative cost of 
segregating these functions should be considered and if not economically 
feasible, then assurances of other means of control should be installed such 


as direct management approval or increased internal audit coverage. 


The next step will be to determine company purchasing policies and 
then to review procedures being followed to ascertain that they comply with 
established policies and to the end that “lowest economic cost” will be 


obtained. 


In order to effectively appraise procedures it seems necessary to take 
a “work sample” and follow that sample through all the detailed procedures 
This usually results in a certain amount of test-checking of related functions 
in other departments. For example, in the purchase audit, one will test-check 
receiving reports, purchase requisitions and suppliers’ invoices in othe1 


departments. 


Deciding on the size of the sample to take is dependent upon such fa 
tors as: time elapsed since last audit, personnel changes in the office being 
audited, auditor’s prior knowledge of the office procedures and probably 
most important—time allotted. 


Members of our staff have found that we get our best audit coverage 
when we select two samples. The first sample, which forms the basis for 
our detailed working papers, is a random sample. We obtain this sampl 
by using the purchase order numbers for the period being audited (which 
is current) and by use of random tables to select the desired quantity of 
orders to be reviewed. We feel that the sample obtained in this manner gives 
us a completely fair and objective picture. Using the purchase orders as a 
starting point we review each purchase in detail going back to the purchase 
requisition, request for bids, traffic data, suppliers’ invoices and all related 
correspondence. Working papers are prepared on these sample orders to 


show such information as number of items per purchase requisition and 
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order, number of bids requested and obtained, order filled or unfilled, etc. 
From these papers we can obtain statistics on purchasing performance, 
which, when compared with previous audit statistics or with those from 
other offices indicate trends and comparative performance. 


During this review of purchase department files—and other department 
files for related test-checks—we are constantly on the lookout for unusual 
items. These items may be orders for large amounts, small amounts, con- 
firmation or rush orders, orders placed with other than the lowest bidder, 
etc. These items form our second sample but are not necessarily added to 
our working papers. In this way such a comprehensive sample permits us 
to judge the system with the least chance of making wrong evaluations. 
In addition, as time permits and leads indicate, further specific reviews are 
made, e.g., purchases of particular items, contract and open order files, etc. 


Our audit procedures are constantly subject to change. The sampling 
practices I have mentioned are those currently in use, however, they usually 
acquire some changes each audit. No inflexible techniques bind us to set 
patterns. 


I have been rather specific about this part of the purchase audit, how- 
ever, we have found that the balance of our audit is, in large part, a follow-up 
of questions that arise during this phase of our review. 


One question that might arise is: Are ordering procedures unneces- 
sarily cumbersome? Perhaps a revision of forms might result in eliminating 
some forms and consequent recapping of much information from one to 
another with resultant chance for error. Use of the “traveling requisition” 
is a good illustration of eliminating purchase requisition preparation for 
those materials carried in stock. 


It may be considered desirable to provide special procedures for proc- 
essing orders for small money amounts. For example, a standing order may 
be placed with a supplier furnishing certain repair parts where purchases 
may be numerous but not expensive. Provisions may also be made for mak 
ing inexpensive purchases out of a petty cash fund. In making provisions for 
by-passing regular purchasing routine, the benefits should be carefully con 


sidered since providing exceptions opens the way for possible abuse. 


Obtaining bids seems to be a major purchasing function. Knowing the 
particular suppliers to contact for the many items to be purchased requires 
that the buyers keep current on sources of supply and even potential mar- 
kets. In this respect, they must be alert for new and substitute materials 
that might result in more economical buying either as a result of better 


quality or better price. 
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Considerable clerical expense is involved in sending out bids. The 
auditor should determine whether or not purchasing procedures permit 
short-cutting in placing orders for small money amounts. 


The buyer’s job isn’t quite as simple as sending out bids and awarding 
the order to the lowest bidder. Consequently, he will want to maintain a 
healthy competitive atmosphere which means that business should be spread. 
Thus, all other factors being equal, or nearly equal, volume of business 
given in the past to competing suppliers plays a prominent role in determin 
ing where to place current orders . 


The buyer and the operator may have different ideas as to which brand 
represents the better quality. For example, welders in one shop may prefer 
one type of welding rod whereas in another shop the preference may be for 
another brand. The Purchasing Agent is faced with a delicate situation. 
He may try and influence the one group of welders probably through their 
supervisors and gain acceptance of what he believes to be the best buy. 
This might result in a satisfactory buy but more likely it might result in 
resentment on the part of another group of welders and the result could be 
inferior welding or worse, malicious waste. In situations such as this the 


‘ 


Purchasing Agent and buyers will favor “spreading the business.” 


In abstracting bids, the buyer will automatically calculate such factors 
as freight costs, trade and cash discounts in determining the net bid price. 
From that point on, selecting the supplier to receive the order isn’t quite 
SO easy. 


A test-check of the history of the buyers’ “competitive awareness” can 
be obtained by selecting certain materials. The auditor can determine from 
the various references maintained in the Purchasing Department who the 
competing suppliers may be. Schedules may then be prepared from the 
Purchasing Department files to show the purchases made of these selected 
items for a particular period of time. These schedules would provide infor- 
mation such as bids requested and obtained, orders placed with lowest 
bidder, orders placed without bids, money amount of orders placed with 
each company for the period under review, orders placed without bids, etc 
Reasons for placing orders with other than the lowest bidder should be 
obtained. Careful analysis of these schedules and follow-up ot the informa- 
tion obtained provides an excellent review of the procedures and attitudes 


of the buyers. 
a 


‘ I mentioned previously the effect that the opinions held by operating 
pérsonnel regarding types and brands of certain items can have on the 
buyer’s decision. A salesman isn’t going to overlook this fact and will try 
to contact those people who can influence the placing of orders with the 
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object of selling the idea that his product is superior and purchase requisi- 
tions should specify his product with the notation, “Do not substitute.” 


Obviously purchasing policy should require that contacts by suppliers’ 
salesmen with plant operators or storekeepers should be limited and where 


found to be desirable, should be arranged through the Purchasing Agent. 


The auditor should be alert to the extent that this policy is circum- 
vented. This can be determined to a certain extent by physical observation 
and by reviewing the purchase requisitions to see if requests specifying pur- 
chases from any particular supplier appear excessive. Similarly excessive 
specific purchase requests by a particular party might indicate lack of co- 
operation with the Purchasing Agent. 


Speaking of cooperation with the Purchasing Department, the store- 
keepers can assist materially by reviewing specific stock items for ordering 
on specific days. This requires carrying a stock classification where similar 
items are grouped together. This permits grouping of items for ordering 
purposes in the Purchasing Department. Whether or not an effort is made 
to group orders will be quite apparent in the test-check of purchase orders 
and related purchase requisitions. 


Much can be learned as to the efficiency of the Purchasing Department 
by reviewing correspondence files or the copies of correspondence in the 
regular purchase order files subject to regular test-check. For example, 
excessive correspondence with suppliers would indicate that purchase order 
descriptions and related information was inadequate. The nature and tone 
of correspondence would indicate the nature of the relationships between 
suppliers and the Purchasing Department. 


A review should be made of the follow-up file to see that this function 
is not neglected. The auditor will wish to ascertain that follow-up of past 
due orders is done on a current basis and that the contacts with suppliers 
for past due orders or for any other reason are made by Purchasing Depart 
ment personnel. 


An old established custom is for suppliers to present the Purchasing 
Agent, other members of the Purchasing Department and others with gifts 
or parties at Christmas time, on birthdays and on other occasions during 
the course of the year. For the most part, these gifts fall in the category of 
advertising media but at what point the scales may be tipped from innocence 


to compromise may be hard to determine. 


Sale of scrap and obsolete supplies is a function that seems to be assigned 
to the Purchasing Department. The Purchasing Agent’s knowledge of the 


market and potential buyers would seem to make this the logical assignment. 
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The Internal Auditor will be particularly concerned with such questions 
as : has all scrap been accounted for? was the best price obtained? how were 
weights determined? could any other branch, division or subsidiary utilize 
the scrap or obsolete material considering cost of transportation? Was pay- 
ment actually received? 


The concluding and most important part of the purchase audit—as in 
any other audit—is writing and reviewing the report. The most successful 
method we have found to date is to write our tentative report and dis- 
tribute it to all interested supervisors. We try to give them a day in which 
to find time to review the report and investigate comments they question. 


When we review the report only the exceptions require discussion. The 
observations or facts must be clearly stated and there can be no question of 
facts as stated in the audit report. Recommendations are generally sub- 
ject to revision but if there is an apparent difference of opinion between 
the auditors and the individual reviewing the report then the comments of 
that individual are included. 


Having time to review the report, being able to participate in suggest 
ing constructive recommendations or to point out deficiencies in recom- 
mendations are appreciated by all concerned—both auditor and audited. 


These comments on auditing the Purchasing Function should prove to 
be of help in your future purchasing audits—assuming that the Purchase 
Audit will be added to your regular agenda. 


BETTER PHYSICAL INVENTORY 
CONTROL 


By PAUL E. LYNCH 


Assistant Auditor, American Automobile Association 


This is the first article of a series of two on the subject of Better Physical 
Inventory Control wherein the author outlines the fundamental principles, 
its purpose and step by Step requirements for an ultimate satisfac tory physi 
cal inventory. The initial article includes Preparation, Cut-off importance 


and procedures, Arrangements fortransfers and Responsibility. The second 
article will deal with Control, Listing and V grification. 


HYSICAL inventory taking has been considered by many persons as 
a dull, uninteresting and laborious job, primarily because of their lack 
of understanding of the necessity for a periodic physical count, lack of prepa- 
ration, organization and clearly defined procedures. 
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The Internal Auditor 


This paper outlines the fundamental principles of the physical inventory 
as a basis for the financial reports and other data required by management 
and other interested persons. . 


An inventory is defined as items of tangible personal property which in 
view of their nature, quantities and condition, will be sold or will enter 
into the production of items to be sold in the ordinary course of business 
within a reasonable period of time. Those primarily interested in the physi- 
cal inventory are as follows: 

1. The Owners. 
2. Executives. 
Government Agencies. 


3 
4. Business Analysis. 


To assure those interested, of an accurate physical count, management 
should plan the procedures well in advance, select competent personnel, 
instruct them properly so that they will have an understanding and interest 
in the operation. When the personnel is not properly organized and in- 
structed, it is quite natural that it will be indifferent in regard to the 
quality of the work oa the inventory. Needless to say, an inventory to 
be of any value to the management must be correct. The financial condition 
of the company and the net earnings for the fiscal period are greatly affected 
by the size of the inventory. Correct inventory figures also assist the man- 
agement in deciding whether inventories should be reduced to minimize 
rental costs, handling and insurance charges, and the effects of deprecia 
tion of merchandise and falling prices. 


Inventory-taking time offers an opportunity to make a thorough inspec 
tion of merchandise to determine whether any goods have to be eliminated 
because of damage, obsolescence, or depreciation in value and to bring the 
perpetual inventory records into agreement with the physical counts. 


PRELIMINARY PREPARATION FOR INVENTORY 


The preparation is the foundation on which an accurate and quickly 
taken inventory can be built. The inventory will be accurate because the 
house is in order, and the allotted time may be devoted to the actual work 
of counting goods rather than housecleaning. In addition, the time neces 


PAUL E. LYNCH, ts on the staff of Peat, Marwick, Mitchell & Company in tts 
Washington, D. ¢ fice. He is a member of tl Imerican Institute of Accountants 
and is on the Board of Governors of the D. C. Institute of Certified Public Account- 
ants and the Washington, D. C. Chapter of Institute or INTERNAL AUDITORS. 


Mr. Lynch has specialized in systems work and management studics and performed 
special technical work for the Atomic Energy Commissior 
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sary may be reduced to a minimum because the work may be done easily 
and rapidly. 


An intelligently planned program for physical inventory will embrace 

the following : 

(A) Establishing a date that will conform as nearly as possible to the 
closing date as of which the figures are maintained in the statisti- 
cal office. 

(B) Select a method of inventory taking that will supply management 
with the required information in a limited amount of time and a 
minimum of cost. 


(C) Departmental instructions should be sent to each department head 
well in advance of the date of inventory and must be complete and 
unambiguous so that there is no possibility of errors due to mis- 
understanding. 

(D) Sufficient competent help should be secured to assist in the record- 
ing and verification of the inventory counts. 


CUT OFF 

A date should be predetermined for the taking of the physical inventory. 
On such date the flow of goods must be ceased momentarily. This date is 
commonly referred to as the “cut off.” 


All sales prior to the “cut off” must be recorded on the books and if 
the goods resulting from such sales have not been shipped or set aside this 
must be done in order that they will not be counted into the physical inven- 
tory. 


To verify, compare sales invoices with shipping records for the period 
preceding the “cut off” to ascertain that all goods that have been billed to 
customers have been shipped. If such goods have not been shipped they 
should be segregated and not counted in the physical inventory. 


All purchases must be recorded for goods actually received and those 
in transit at the “cut off” date. Goods in transit in this instance should 
refer to all purchased goods, titie to which has passed to us. 


This may be done by examining all purchase orders up to the time of 
the “cut off” to determine if title has passed. A general rule is that if the 
goods have been shipped FOB point of embarkation, title has passed. 


Consignments out should be confirmed with the consignee to establish 
goods still on consignment and such items should be included in inventory. 
Any goods which have been received on consignment should be segre- 
gated and not included in the physical inventory. 
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Confirmation requests should be sent as of the “cut off” date to public 
warehouses asking for description and quantity of goods which they have 
stored to our account. Such goods should be included in the inventory. 


INVENTORY CUT-OFF FACTORS 


Inventory cut-off must be planned for: (a) Receiving Room or Depart- 
ment. (b) Shipping Room. (c) Inter-Store Transfers. (d) Warehouse 
Transfers. (e) Inter-Department Transfers. 


Cut-off will also apply to price change reports and to customers’ credits 
for goods returned. All merchandise being held in adjustment bureau 
should be returned to the proper departments at the date of inventory 
cut-off. 


INVENTORY CUT-OFF PROCEDURES 
Receiving Room 

On the store’s inventory, all merchandise received up to a stated time 
should be included in the inventory count and controlled by the last receiv- 
ing record number. The Receiving Department Manager is instructed to 
report this last number to the Controller’s office ; in turn, the accounts pay- 
able is notified and held responsible for the proper charging of all invoices 
covering merchandise received up to that last number. 


Merchandise in the Receiving Room should be listed directly from the 
invoice if one has been received with the shipment or from the copy of the 
purchase order, if the invoice has not been marked. 


If an invoice is missing, a “dummy” should be prepared and handled 
in the usual manner. 

An added precaution is to require the notation “INVENTORIED” or 
“NOT INVENTORIED” on each invoice. 
Returns to Vendors 

All merchandise that must be returned should be taken care of before 
the date of inventory cut-off. Regular “returned goods” forms, debit memos 
or “charge back” slips should be used with the last number being reported 
to the Controller’s Department. 


The last number should be reported for every department handling their 
own returns if such is the case. 


Interstore Transfers (Including Warehouse) 

Arrangement should be made to carry out all transfers between stores, 
or stores and warehouses prior to the inventory cut-off date. The last num- 
ber of all transfers should be reported to the Controller’s office in order 
that each department will be properly charged or credited for the mer- 
chandise. 
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Inter-Department Transfers 

Use same control of transfer forms over all departments’ transfers 
whether the transfer be from one selling department to another or from a 
selling department to an asset or expense account. 

Report last number for all departments to Controller. 
Price Changes 

All price changes, mark-downs, mark-down cancellations, added mark- 
ups and mark-up cancellations should be recorded prior to the inventory 
cut-off date. 


The last number used on all change forms is reported to the Controller’s 
office. 
Customers Merchandise Returns 

All merchandise returned by customers up to and including the day of 
the inventory count should be credited and sent to the proper department 
for inclusion in their inventory count. 

The Delivery Supervisor should make a complete report of all mer- 
chandise /ield in the return department on the inventory date. 


GENERAL OUTLINE OF INVENTORY SYSTEM 
A retail merchandise inventory is best taken and recorded by using a 


combination of inventory tags and inventory sheets. 


Prenumbered tags are first prepared showing the desired information 
required from the inventory. These prenumbered tags are distributed to 
the various departments under a control system. Each department head 
in turn distributes these tags under a similar control system to the personnel 
who are to take the actual count of the merchandise. 


The personne! covering the taking of the inventory consist of thre¢ 
main groups—writers, counters and verifiers. The first two groups may 
perform its duties individually or may work in combinations or teams. It 
is advisable, however, to have all three groups working separately, if 
feasible. 


The listers proceed first, with the prenumbered tags. They fill in all 
descriptive information for each lot of merchandise to be inventoried, 
leaving the count spaces blank. 


The counters follow the listers and do the actual counting of the lots, 
filling in the quantity of each lot and the unit of count. 


The verifiers follow the listers. It is their job to check the work of the 
two previous groups and also verify the counter’s figures by making their 
own actual count. The verifiers may or may. not remove the tags from the 
lots as they complete their duties 
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If the tags remain on the merchandise after being verified they are 
gathered together when it has been ascertained that the entire department 
has been inventoried. As they are removed, all tags are accoynted for, spot 
checked for complete information, and returned to a central control point 
where the tag information is entered on the inventory summary sheets. 


After a double check between the inventory tags and the summary inven- 
tory sheets, the sheets are then ready to be extended and totaled by either 
the office personnel or an outside agency. 


RESPONSIBILITY AND SUPERVISION 
Store and Warehouse Inventory Supervisor 
Responsible to the Comptroller for the selection and assistance in the 
training of inventory personnel and for the direction of the inventory pro- 
gram at the stores and warehouses. 
Store or Warehouse Supervisor 
Responsible to the store and warehouse inventory supervisor for the 
selection and assistance in the training of the floor and departmental tag 
custodians ; for the issuance of inventory tags and tag writing supplies ; and 
accounting for all tags issued. 
Departmental or Floor Supervisor 
Responsible to the store or warehouse supervisor for issuance of inven- 
tory tags and tag-writing supplies; collecting and accounting for all inven- 
tory tags received from store or warehouse supervisor. Responsible to see 
that all goods that are defective or damaged are marked as such prior to the 
inventory taking date. All goods to be inventoried are to be arranged in an 
orderly manner to facilitate count. Should also supervise the transcription 
of information from tickets to the inventory count sheet and the accuracy 
thereof. 
Inventory Count Teams 
Tag Writers—Responsible for correct transcription to inventory tags of 
all required information concerning the merchandise inventoried and 
for accounting for all tags received from departmental or floor super 
visor. 
Counters—Responsible for accuracy of physical count of merchandise 
and reporting quantities to tag writer. 
Count Checkers—Responsible for the recounting of items inventoried 
to verify accuracy of the quantity recorded on tags and for insuring 
that tags have been prepared for all items to be inventoried in the 


area to which assigned. 








ARTICLES OF 
[INTEREST 


TO INTERNAL AUDITORS 


Subject: ELECTRONICS IN BUSINESS—A CASE STUDY IN PLANNING 


By: Herbert F. Klingman, Controllership Foundation, Inc. 
This detailed case study report (121 pages) covers the experience of the Port of 
New York Authority in appraising the potentialities of electronic data-processing 
for a diversified operation. Initial systems studies began in 1949 and resulted in a 
number of improvements in established procedures . 
Continuing study was assigned as the responsibility of the Methods and Procedures 
Division. The report summarizes the various stages in study and planning and the 
decisions that were reached—culminating in a contract for a computer system that is 
scheduled for installation during the current year. 
An interesting feature of this case study is the completeness with which the various 
stages of appraisal and decision are described. The descriptions are factual and include 
all sides of the story—reverses and disappointments, as well as the preponderantly 
positive aspects of the planning activities. 

Controllership Foundation, Inc. 

2 Park Avenue 

New York 16, N. Y. 

Price $4.00 


Subject: ELECTRONICS IN BUSINESS—A DESCRIPTIVE REFERENCE GUIDE, SUP- 
PLEMENT NO. 1 


By: Controllership Foundation, Inc. 


The first publication of this reference guide covered material on electronics through 
May 31, 1955. The current supplement follows the pattern of the original publication, 
listing new material and bringing previously listed descriptive matter up-to-date 
through December 31, 1955 on such topics as: Systems, Conferences, Training Pro- 
grams, Installations and Applications and Commercial Electronic Computing Centers. 

Controllership Foundation, Inc. 

2 Park Avenue 

New York 16, N. Y 

Price $3.00 


Subject: THE TESTING OF INTERNAL CONTROL 
By: William D. Sprague, Arthur Andersen and Company 
Published in The Journal of Accountancy, March 1956 

The established and important responsibility of the public accountant for the study 
and evaluation of internal control cannot be fulfilled by applying a standardized set 
of procedures to each situation. Each audit assignment will bring a different problem 
of study and evaluation to insure that the internal control structure is adequate in 
concept and effective in its functioning. 

The author suggests means for testing whether the control procedures are being 
properly applied—and gives particular attention to those situations where some exten- 
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sion of the usual test procedures appears to be advisable Specific suggestions are 
offered for various situations in which control has some inherent weakness—for 
example, where the same employee has responsibility for handling cash and accounts 
receivable. 

It is pointed out that “the necessity for devising supplemental procedures, because of 
deficiencies in control, may be a blessing in disguise. When we are forced to use 
our imagination in developing alternative techniques, we sometimes find that the sub- 
stitute is more effective than the conventional.” 


Subject! THE AUDIT OF MACHINE RECORDS 


By: Paul E. Hammon, Touche, Niven, Bailey and Smart 
Published in The Journal of Accountancy, March 1956 


This article is principally concerned with the problems of auditing and the auditor 
where electronic data-processing machines are installed. After a brief description of 
the equipment and the preparation for installation, the author outlines typical pro- 
cedures with the use of electronic machines. 

His conclusion is that there will not be much elimination of original supporting docu- 
ments for some time to come. “Any concentration—in machine centers, and any related 
changes in functional organization need not weaken internal control or complicate 
audit procedures if proper supervision, control and procedures are maintained with 
respect to the input and output information—Auditors will need to understand the 
basic plan of data-processing by the machines, but not all of the mechanical and elec- 
trical details.” 


Subject: MUST WE FOLLOW AIA RESEARCH BULLETINS? 
By: Sidney W. Peloubet, Pogson, Peloubet & Company 
Published in The New York Certified Public Accountant, February 1956 


The research bulletins of the American Institute of Accountants “are a great aid to 
the C.P.A. because they create a climate of accounting and auditing concepts and 
thinking, a climate in which it is easier and more secure to study day-to-day problems 
of valuation, classification and presentation.” 

The author goes on to point out the real objective of the bulletins is to guide the 
accountant, “rather than to furnish a categorical answer.” This is evidenced by several 
bulletins which suggest alternative methods. It may, in a sense, therefore be considered 
that there is no axiomatic accounting policy—‘only business policy reflected in ac- 
counting.” Each accountant must “separately maintain his integrity and independ- 
ence—no authority can relieve him of this responsibility.” 


Subject! BUSINESS AND THE DEMOCRATIC TRADITION 


By: Thomas C. Cochran, University of Pennsyivania 
Published in Harvard Business Review, March-April 1956 


Professor Cochran begins with a summary of the historical background of American 
business thinking and its underlying philosophies in the first half of the twentieth 
century. Thinking and philosophy were profoundly influenced by world wars and the 
shock of the great depression 

As the author sees it, business has today the problem of “making its own internal 
operation reflect more adequately the democratic ideals we want to communicate 
abroad.” The American business system is now the strongest card the United States 
and her allies hold in the contest with world communism. If the rest of the world 
can be shown that our business principles are an integral part of a larger value system 
beneficial to them and possible of adoption, they may be won over 
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Subject: QUESTIONS THE BUSINESS LEADER SHOULD ASK HIMSELF 
By: George Albert Smith, Jr., Harvard Business School 
Published in Harvard Business Review, March-April 1956 


The author presents a series of pertinent questions that are important to any business. 
Under the general headings of Long-Run Strategy, Organization and Action, Human 
Relation and Basic Integrity are such questions as—“Does the management distinguish 
between symptoms and causes?—Does the management of the company have a good 
sense of timing ?—Is the organization afraid to make exceptions?—Does management 
assume that other people necessarily feel or should feel the same way that it does?— 
Do the executives have integrity ?’ 

“If a man is to be truly a business leader, and not just an executive, he must have 
the persistence to ask himself about the strengths and weaknesses of his company and 
the courage to ask himself about his own integrity.’ 


Subject: SHOULD EVERY DEPARTMENT MAKE MONEY? 
Presented at: N.R.D.G.A. 45th Annual Convention 
Published in Retail Control, February 1956 


A perennial topic of discussion and difference of opinion in many businesses is the 
question of whether or not a single product or department is making a profit—and 
how much? 

This article is concerned with this problem in the department store field. In Part I, 
Laurence Mallinckrodt, President of Scruggs, Vandervoort, Barney, and Richard 
McEwen, Controller of McCurdy & Co. support the contention that a net profit figure 
should be determined for each department and should be a major tool of administra- 
tive control. In Part II, W. Earl Miller, Vice President of Ed Schuster & Co., and 
Howard Davis, Controller of -Jordan Marsh Co., state that they believe departmental 
contribution toward profit (sales minus cost of goods and direct expenses) is prefer- 
able as a medium of administration. The differences, of course, hinge around the 
allocation of general and administrative expenses to departmental operations. Part 
III consists of questions and discussion from the floor. 

While concerned with the department store field, this article should be of interest to 
others facing this basic problem of costing for profit determination. 
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All communications should be addressed to The Secretary— 
Tue INSTITUTE OF INTERNAL AupITORS, Room 3307, 120 Wall 
Street, New York 5, N. Y. Reference should be made to the 
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CHIEF AUDITOR — ASSISTANT COMPTROLLER 
Available immediately—CPA (N.J.) with 7 years general 
accounting ; 414 years public accounting and 5 years inter- 
nal auditing. 9 years supervisor. Reply Box E 16/7. 








INTERNAL AUDITOR 
Progressive, expanding company in Maine has an opening 
in its internal auditing department for a senior auditor. 


Two years of public accounting or internal auditing experi- 


ence desired. The position requires a man with initiative, 
imagination, and ability to supervise. Send resumé to 
Box E 168 siating experience and salary requirement. All 
replies will be held confidential. 
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INTERNAL AUDITING FOR MANAGEMENT 
by FRANK A. LAMPERTI and JOHN B. THURSTON 
Prentice-Hall—70 Fifth Avenue, New York 11, N. Y. 
INDUSTRIAL INTERNAL AUDITING—by W. A. WALKER and W. R. DAVIES 
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Transfer Binders — for The Internal Auditor 
Box Binder to Hold Eight Issues (two years) Price $2.50 


A circular describing the above publications will be sent upon request. Orders should 
be sent to: THE INSTITUTE OF INTERNAL AUDITORS, 120 Wall Street, New York 5, N. Y. 
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INTERNAL CONTROL AGAINST FRAUD AND WASTE 
by BRADFORD CADMUS and ARTHUR J. E. CHILD 
Prentice-Hall—70 Fifth Avenue, New York 11, N. Y. 


INTERNAL AUDITING IN INDUSTRY 
Edited by VICTOR Z. BRINK and BRADFORD CADMUS Price $5.00 


INTERNAL AUDITING, PHILOSOPHY AND PRACTICE 
Edited by CHARLES J. FUE Price $2.50 
Brock and Wallston—39 Atlantic Street, Stamford, Conn. 


CASE PROBLEMS IN INTERNAL AUDITING AND CONTROL 
by THE INSTITUTE OF INTERNAL AUDITORS Price $1.65 
Prentice-Hall—70 Fifth Avenue, New York 11, N. Y. 


BIBLIOGRAPHY OF INTERNAL AUDITING 
Listings by subject and author 





Collections of Conference Papers 


INTERNAL AUDITING FOR PROFIT 
Fourteenth Annual Conference—7 papers Price $1.50 


PROGRESS THROUGH SHARING 
Thirteenth Annual Conference—8 papers Price $1.50 


NEW FIELDS FOR INTERNAL AUDITING 
Twelfth Annual Conference—8 papers Price $1.50 


EDUCATION AND SERVICE TO MANAGEMENT 
Eleventh Annucl Conference—9 papers Price $1.50 


MANAGEMENT ACCEPTANCE (includes Bibliography) 
Tenth Annual Conference—13 papers (cloth) Price $3.50 





Other Published Material 


INTERNAL AUDITING AND ELECTRONIC DATA-PROCESSING MACHINES Price $ .50 
INTERNAL AUDIT AND CONTROL OF A PURCHASING DEPARTMENT Price $1.00 


ORGANIZATION AND OPERATION OF AN 
INTERNAL AUDITING DEPARTMENT Price $1.00 


INSTRUCTOR’S MANUAL FOR A COLLEGE COURSE 
IN INTERNAL AUDITING Price $2.00 


STATEMENT OF RESPONSIBILITIES OF THE INTERNAL AUDITOR No Charge 


THE FIELD OF INTERNAL AUDITING No Charge 
Descriptive booklet for Students 


























